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PREFACE 


An attempt has been made, in r-evising the volume for the present 
edition, to bring facts and figures up to date as far as possible and 
parts of the book have been entirely recast and rewritten. Most 
readers will welcome the fact that the size of the volume has been 
reduced to some extent and it is hoped that this has not involved 
much sacrifice of utility, ^ 

Since the publication of the last edition Mr S. G. Ben has died 
and his untimely death has been like the amputation of a limb to 
the surviving author. In these circumstances the task of revision 
would have been much harder than it has been but for the willing 
assistance of friends of whom I must make prominent mention of 
Professor N. S Pardasani of ElphiustOne College, Bombay; and 
Mr H. S Patil, Librarian, Sydenliam College of Commerce, Bombay. 

Bombay GB.J. 

September 1^4^ 
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CHAPTER I 

INDUSTRIALIZATION : MEANS AND METHODS 


>1 The BiaiE for {protection in India. — Advocates of pro- 

tection as an important means for promoting industrialization in 
India rely mainly on what is called the infa nt industry a rgument. 
It is assumed that under protection a large number of industries 
will spring up and, if assured of reasonable profits during the early 
years of development, they will rapidly grow in strength and efficiency 
so that they will be able eventually to dispense with all artificial aid, 
and that the loss entailed during the initial stages of development 
will be more than covered by the ultimate advantage to the nation. « 
The Fiscal Commission quote with approval the following words 
of Professor A. C. Pigou, pointing *out their obvious applicability 
to India : ‘ The case for protection with a view to building up 

productive power is strong in any agricultural country which seems 
to possess natural advantages for manufacturing. In such a country 
the immediate loss arising fro*Jn the check to the exchange of native 
produce for foreign manufactures may well be outweighed by the 
gain from the greater rapidity with which the home manufacturing 
power is developed. The ‘'crutches to teach the new manufactures 
to walk ”, as Colbert called protective duties, may teach them this 
so much earlier than they would have learnt it, if left to themselves, 
that the cost of the crutches is more than repaid.’^ 

§2 Protection and national self-sufficiency. — Protection is sometimes^ 
advocated on the ground that it can be used fo^r making a 
country economically self-sufficient. It may, however, be pointed-out 
that those who are in favour of protection ^also favour encouraging 
exports by every possible means But this is clearly incompatible 
with the ideal of self-sufficiehcy as imports must increase pari passu 
wTth exports. Apart from this consideration, it may be questioned 
whether national self-sufficiency is any more desirable an ideal than 
individual self-sufficiency. As Dr Edwin Cannan remarks^ ‘the 
superlative protectionist is the hermit who declines to buy anything 
from his neighbours',^ And a hermit nation is no more worthy of 
admiration than a hermit individual. Generally speal^ng, the ideal 
of self-sufficiency should be pursued only within the limits set by the 
principle of comparative cost, and protection thought of only in 
connexion with those industries in which a country possesses un- 
doubted natural advantages. 


Fiscal Commtsston Report ^ par. 74 
“ Economic Journal (March 191^), p 79 



2 INDIAN ECONOMICS 

The doctrine of national self-sufficiency is often supported from 
the standpoint of national defence. National safety, it is argued, 
requires that a country should aim at economic independence even 
if this, should entail a permanent burden on the community. It may 
indeed be feasible and desirable to sacrifice economic considerations 
and to mirse certain industries for the avowed purpose of national 
defence " And yet it would be unwise to try to regulate the whole 
of the normal peace economy on a war basis. The fact that India 
is a huge country possessing varied resources brings self-sufficiency 
more within the bounds of practicability for her than, for example, 
for a country like Great Britain. But it is neither possible nor 
desirable that she should be completely independent of other countries 
for the satisfaction of all her wants. 

The following extracts from Mr Aidous Huxley’s book. Ends 
and Means, are interesting as illustrating a new point of view : ‘ For 
the sake of prestige and out of fear of what might happen during 
war-time, most governments now desire, whatever the cost and however 
great the natural handicaps, to produce within their own territory 
as many as possible of the commodities produced more easily 
elsewhere. Nor is this all : the progress of technology has made it 
possible for governments to fulfil such wishes, at any rate to a 
considerable extent, in practice .... The influence of nationalistic 
idolatry is now so strong that every contact between nations threatens 
to produce discord. Accordingly, the less we have to do with one 
another, the more likely are we to keep the peace.’ Most thinkers 
however deplore the great restriction of world trade caused by the 
craze for national self-sufficiency, and consider an increasing volume 
of international trade as an important item of economic reconstruction 
after the present war. 

§3. ^rong sentiment for protection in India.—The policy of free 
trade until recently pursued by the Government was particularly 
unpopular owing to the suspicion that the open door in India 
was favoured by England, not so much in India’s as in her own 
interests. The way in which Lancashire was allowed to meddle 
from time to time with fiscal and industrial policy in this country 
strengthened this attitude of distrust. Further, the memories of 
bygone days, when India was renowned for her manufactures, added 
poignancy to the natural regret felt by patriotic Indians contemplating 
f her present insignificant position as an industrial nation. Other 
countries like the United States, Germany, and above all Japan, 
appeared to have prospered exceedingly under, and# because of, 
protection ; and arguments, however plausible, that their prosperity 
was mainly due to quite other causes and that protection was rathef 
an impediment than a help to their industrial development, failed 
to carry conviction. It T<?as pointed out that England herself had 
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discarded protection only when her pre-eminence in industry had 
been securely established and that anyhow the beginnings of the free 
trade regime in England had aimed at assisting industry by withdraw- 
ing protection from agriculture Lastly, since 1915 England herself 
has drifted steadily into a policy of protection and it now scarcely lies 
in her mouth to preach free trade to India. 

The enormous increase of public expenditure after the Var of 
1914-18 had already compelled the Government very greatly to in- 
crease duties on import— a procedure which was unintentionally protec- 
tive as regards many manufactures. Such protection being * casual 
and haphazard ’ was bound to carry with it certain undesirable con- 
sequences. It gave shelter without any "‘assurance of a permanent 
policy, and not necessarily to industries which deserved it. High 
customs duties intended for revenue but accidentally protective may, 
far from accelerating India’s development, actually hinder it very 
seriously, for example by taxing raw^ materials and semi-manufac- 
tured articles. These circumstances may be said to have facilitated the 
advent of conscious and deliberate protection in this ^untry. How- 
ever it was not adopted as a kind of pis aller. vProtection was| 
introduced for the positive benefits expected from it and not merely 1 
as an escape from a system of unintentionally protective revenue* 
duties. 

§4. Discriminate iprotection. — The policy of Discriminate Protec- 
tion as adopted in India aims at giving the necessary stimulus to 
industrial development while minimizing the burden on tfie 
community.* ^ This involves granting protection only to industries 
which are proved to be suitable, and insistence on the adoption 
of efficient methods as one of the necessary conditions of admission 
to the benefits of protection. Wise discrimination is essential in 
the best interests of the industries themselves. '^^igh duties iridis- 
criminately levied on import^ are likely to stimulate a host of weak 
and inefficient enterprises. ''^heir inevitable •collapse will shake the 

J onfidence of capital, which is essential for steady industrial progress. 
They are also likely to unsettle labour because it will be attracted 
from the sound to the unsound industries in the period of unhealthy 
boom caused by indiscriminate protection and will be involved in 
the ruin sure to overtake them sooner or later. 

The following general pri ^iples of <liscrjminat^p£0^^^^^^^ as 
enunciated by the Fiscal Commission, have been adopted for the 
guidance of the Tariff Board— a body first appointed in 1924 to con- 
sider the claims for protection put forward by different industries 
from time to time. 

^ \y' (i) The industry must be one possessing natural advantages, 
such as an abundant supply of raw materials, cheap power, a sufficient 
supply of labour, and a large home market. 



The industry must be one which, without the help ol 
protection, is either not likely to develop at all oi is not like!) to 
develop so rapidly as is desiiabie m the interests of the country 

*/ (ill) The industry must be one which will eventually be able 
to face world competition without protection 

Other subsidiary suggestions are that industries subject to the 
law of increasing returns as well as those which promise, befoie long, 
to satisfy the entire needs of the country should genet ally be regarded 
as fit subjects for protection On the other hand, as a general rule, an 
industry which can never meet more than an insignificant proportion 
of the home demand should not receive piotection Piotection of 
one industry may possibly injure another, but it should not necessarily 
be refused to an industry on this ground, for theie may be a net 
advantage on the whole 

^Protection may sometimes have to be resoited to or increased 
as a measure against dumping When dumping is clearly proved 
to exist and to be injuring some industry whose prosperity is a mattei 
of national concern, a^special dumping duty may be necessary 
\/Similar action may be justified against the goods of a country whose 
currency is seriously depreciated, enaj)ling it to export them at prices 
which are excessively low in terms of a relatively stable foreign 
currency 'v/t.astiy, bounty-fed articles coming from abroad may neces- 
sitate special measures of protection and there is already legal pro- 
vision in this country for dealing with such a contingency Act XIV 
of 1899 provides that ‘where any country pays directly or indirect- 
ly any bounty upon export, the Governor-General-in-Council may, 
by notification in the Gazette of India, impose an additional duty 
on importation into India equal to the net amount of such 
bounty’ ^ 

the opinion of the Fiscal Commission the industries that will 
be found to deserve protection will generally be young industries 
They recognize, however, that occasionally cases may arise where 
protection even to a strong and well-developed industry may be 
justifiable so as to enable it to recover from temporary depression 
due to causes beyond its control For example, the protection granted 
frotrMime to time to the cotton textile industry should properly come 
under this head since tt can no longer be regarded as an * infant 
industry’ m India No universal and dogmatic rule can, therefme, 
be laid down as regards the stage of development at which protection 
IS justified 

^ Under the Safeguarding of Industries A.ct passed m April 1933 the Governor- 
General-m-CounciI was empowered to impose additional duties in all cases in whi^h 
he was satisfied that foreign goods were being imported at such abnormally low 
prices as to threaten th^ existence of an established industry^ The Act expired on 
31 March 1935 ' * 
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In. the case of absolutely new industries, however, the Com- 
missioners think that it would be running too great a risk to grant 
protection relying on * the anticipations of the promoters ' of the new 
venture rather than on actual facts But even in dealing with existing 
industries, it will not be possible altogether to avoid the traffic in 
anticipations and uncertainties The speculative element would be 
greater when it is proposed to extend protection to an industry in 
order that it may develop some new branch and yet the Commissioners 
do not look with disfavour on the policy of protecting an industry on 
this ground^ It is thus clear that the element of uncertainty will 
always be present in a greater or less degree in every case where 
protection is demanded It may happen, however, that even in the 
case of an absolutely new industiy, reliable data available in othei 
countries, where it has been securely established, may be of such 
a character as to leave no reasonable doubt about its success here 
The Fiscal Commission think that generally, in the case of new indus 
tries, protection will not only be objectionable but unnecessary, as 
the financial necessities of the Government will compel the retention of 
a geneial level of fairly high revenue duties and this will give all the 
protection that is necessary at the start But this rather underrates 
the difficulties of making a start and loses sight of the fact that, in 
some cases, the beginnings may present far greater difficulties than 
the later stages of development and may require assurance of substant:|^l 
help from the State before an industry, otherwise promising, can be 
started at all The pimciple of the Government assisting new ventures 
by providing the necessary guarantees of minimum rates of interest for 
certain types of banks, which has been welcomed in most quarters, is 
not essentially different from the principle of giving consideration to 
them with a view to protection (see §14 below) The mam poinf in- 
volved in each case is whether the industry satisfies the general condi- 
tions laid down above however, the Fiscal Commission's suggestion, 
that bounties should be tlie rule rather than a protective tariff in the 
case of new industries, seems sound because so long as an industry is 
not supplying any considerable proportion of the total needs of the 
country, a protective duty will entail too heavy a burden the 
consumer Basic industries or ‘ key industries 1 e industries whose 
products are utilized as raw materials which are indispensable for other 
important industries, have been recognized as deserving of special 
consideration ^ Among nationally important basic industries for 
India, the following are usually included * heavy chemicals, dye-stuffs, 
machine-tools, railway-wagons, locomotives, aeroplanes, automobiles, 
paper, cutlery, hardware and electrical goods 

After It IS decided to grant protection fo an industry, the next 
♦ 

^ See Fi^ca^Comfmsstoft Rep&rt, par 100 
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important question is to s ettle th^ ate of piotectipn ,rf)The mdustiy 
should not be protected so heavily that” it ceases to exert itself an^ 
further' What is really^ wanted is a stimulant and not an opi^e 
The task of fixing upon a rate of duty that is just sufficient, and not 
too much or too little, is most difficult It will be necessary to make 
sure tliat the i datively higher costs of production m India aie not 
wholly due to inefficiency or other easily preventable causes Again, 
for comparing the costs of production m India and foi eign countries, 
average firms will have to be taken and not moie than ordinarily 
efficient or more than oidinarily inefficient firms ^ The rate of protec- 
tion must also be considered in relation to the convenience of the 
consumer^ A high rate may have the advantage of bringing about 
a rapid development, but it may have to be low none the less, so as 
to prevent an undue rise of prices, and a comparatively slow develop- 
ment may have to be accepted as the lesser evil 

The adoption of the policy of discriminate protection has, accord- 
ing to some critics, led m piactice to an indiscriminate refusal to 
protect on the part of the Government If, however, it is tiue that 
the Government have been unduly cnutious, the fault cannot be laid 
at the door of the piinciples of discriminate protection, which aie op- 
posed not only to too much protection but also to too little protection 
The tendency towards an unduly strict and ungeneious interpretation 
of the principles of discriminate protection can no doubt be corrected 
to some extent by phrasing them somewhat differently Foi example, 
the condition regarding the availability of abundant raw material 
within the country itself may eithei be omitted or waived in suitable 
cases After all England herself has to impoit cotton from other 
countries and yet her position m cotton manufactures, if no longei 
on"? of unchallenged siipiemacv, can still be described as pre-eminent 
Further, in respect of this like a numbei of her other piosperous indus- 
tries, she relies largely 'on foreign m-Ctkets The formula prescribed 
by the Fiscal Commission is therefore to be taken only as a general 
guide and not to be interpreted too rigidly or liteially The Tariff 
Boards set up from time to time and more often the Government 
hav^not always remembered this salutary caution Another criti- 
cism of the actual working of discriminate protection m India is 
that It has permitted isolated consideration of each industry without 
reference to the problems of industrialization as a whole this has 
acted as an irritating brake on development and given it a haphazaid 
character 

’ To get an idea of the complexity of cost analysis, the leadei should refer^ to 
'^Sir J C Coyajee, The Indian Fiscal Problem^ PP 36 7 V G Kale, Economics 
of Protection in India, C N* Vakil and M C Mutishi, Industrial Policy of India 
with Special Reference to Customs Tanifs pp 82-5 , -ind the various reports of tlf 
Tariff jpoard , 
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The most important cause of the practical failme of discriminate 
protection in India is undoubtedly the lack of genuine sympathy 
on the part of the Government with the goal of rapid industrialization 
As Professor B P Adarkar remarks ‘ Apart from protection. Western 
countries have through then governments taken active measures such 
as bounties, state aid, experimental and demonstrational undertakings, 
foreign trade commissions, industrial research, and active control and 
guidance of industrial concerns The discriminating protection, on 
the other hand, has vouchsafed nothing better than a perfunctory assist- 
ance, indifferently and grudgingly rendeied to industries whose sub- 
sequent development has been left to take its own course Very often, 
the dilatory proceduie adopted by the tariff machinery and by 
the Government has made the subsequent protection a veritable 
dead-sea fruit ’t The problem of industrialization in India is thus 
raoie political than economic 

Need for war-time adjustment of the policy of discriminate pro- 
tection , — The present war has brought into prominence the ques- 
tion of relaxing the conditions for the grant of protection laid 
down by the Fiscal Commissipn, and the Indian business community 
has for some time been pressing the Government of India to announce 
a liberal war time policy of protection The Government of India 
have emphasized the difficulties of a general pronouncement, but in 
a Notification issued in June 1940 they announce that they are prepar- 
ed to consider the question of assuring specified industries, the stalling 
of which IS considered essential under the conditions created by the 
war, of such measure of protection against unfair competition from 
outside India after the war as may be necessary to enable them to 
continue their existence This notification had special reference to 
the grant of an assurance to the steel pipe and tubes industry ^There 
is however a demand that industries not directly affected by the war, 
but for the starting of whuii the conditiqns created by the war are 
favourable, should also be given an assurance of protection aftei the 
war 2 A period of general protection is likely as well as desirable in 
01 del to protect our industries against intense foreign competition 
\vhich will come soonei or later after the cessation of hostilities, 
and to prevent excessive dislocation due to sudden withdrawal of 
protection 

§6 Dangers of protection. — The Fiscal Commission refer approvingly 
to Lala Harkishen LaFs maxim, ‘Nmse the baby, protect the child 
and free the adult as a good summary of the correct principles of 
protection The last part of this dictum, namely the freeing of the 
adult, presents one of the toughest problems of protection, because 

^ Industnal Pr»hlems of Indta^ edited by P C Jam, pp Q3-4, Adsrrkar’s article 
on Fiscal and Commercial Policy’ * 

" See Journal of the Indian Merchants* Qhamher^ September 1940 
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the adult is apt to kick and otherwise make himself unpleasant if an 
attempt is made to ‘ free ’ him from the protectionist fetters which he 
finds very comfortable on the whole .When an industry comes 
under protection, it will naturally try to retain the advantage as long 
as possible, and one of the methods it may adopt is to disguise its 
prosperity and make a show of infantine helplessness The other 
method is to bring political influence to bear upon the authority in- 
vested with the power of lessening or withdrawing the duty '^o fix 
m advance a definite period for protection is not practicable, because 
the conditions affecting the industry cannot be counted upon to 
remain unchanged If conditions are fundamentally changed, it will 
be necessary to reconsider the position and possibly extend the period 
of protection 

The Fiscal Commission expiess the view that the only way of 
maintaining satisfactory control would be for the Tariff Board to re- 
view perio^cally the position of the protected industry and make 
reasoned recommendations as to whether the duty should be continu- 
ed or withdrawn and, if continued, whether the rate should be 
modified • 

' It IS necessary to choose the personnel of the Tariff Board with 
the greatest possible care ^ The success of the protectionist experi- 
ment depends on the manner in which this body works, for the Tariff 
Board has been erected into a kind of deus ex machina which is 
expected to solve every difficulty that will arise in giving practical 
effect to the policy of protection^ 

In most countries which have adopted protection, tariff legislation 
IS the resultant of the struggle of interested cliques and rarely follows 
a definite intelligent plan conceived m the interests of the country as 
a whdte The Fiscal Commission, however, point out that tire danger 
of political corruption is not so great in India as in some other countries 
on account of the variety erf interests repfesented in the legislature and 
the important position which the agricultural and landed interests 
will always occupy in the legislative bodies This is perhaps taking 

^ Th<!te late Mr N S Subba Rao in his Presidential Address at the Indian 
Economic Conference, Allahabad, 1929, suggested that the present Tariff Board in 
India should be converted into a National Economic Board on the lines of permanent 
bodies like the Tariff Commission and the Federal Trade Commission m the United 
States which make investigations as the result of a comprehensive plan of action 
The Tariff Board may be suitably enlarged and allowed to appoint sub-committees 
and individual expert investigators It should have power to mak# inquiries and 
surveys on its own initiative, and submit recommendations to the Government from 
time to time This would replace the present hurried and piecemeal investigations, ^ 
lead to an orderly economic development and facilitate the necessary industrial adjust- 
ments m the country Sir H P Mody suggested in March 1936 in the Assembly 
that the Tariff Board prcceduref should be revised to make it more speedy and 
effecti-ge as m the case of the Impog: Duties Advisory Committee in Great Britain 
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an unduly optimistic view o£ the situation and underestimating the 
dangeis of political corruption The interests which prosper under 
protection will be able to command larger resources and better orga- 
nization than the inteiests opposed to them, which would be too varied 
in character to combine effectively At the same time all these 
dangers have to be faced, now that the plunge has been taken delibe- 
rately The utmost publicity should be given to the investigations 
by the Tariff Board into the conditions of the industiies soliciting 
special treatment This would reduce the danger of corruption, 
provided the public is sufficiently instructed and vigilant It would 
be highly desirable if consumers also learnt to organize themselves 
into powerful associations and helped to keep protection within legi 
timate bounds 

^ Besides political coriuption, another evil to be guarded against is 
the development of combinations of manufacturers, which is stimula 
ted by protection Here again it would fall to the Taiiff Board to 
make sure whether a combination that may ha\e arisen is actually in 
jurious to the country and, if satisfied that such is the case, to recom 
mend diminution or withdraw^ of piotection i 
§7 Essentials other than protection — India has adopted protection 
as an essential aid to the speedy development of industries We cannot, 
however, merely legislate a nation into wealth and prosperity, and 
protection alone will not convert the medieval organization qjf a 
country into an up-to date modern organization as it weie by the wand 
of a magician 2 Even with protection, a country may remain for 
ever economically backward m the absence of an adequate develop 
ment of indispensable adjuncts of modern economic life such as an 
efficient banking organization, a pioperly developed system of tians 
port, a sympathetic railway and shipping rates policy, an effective 
marketing organization, an efficient system of commercial and indus 
toal intelligence, adequate command of capital, etc 
§8 Eduoation — Above everything else, what is required is a change 
in the mental outlook of all classes of people in India ® The diffidence 
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and lack of entei prise which chaiacteiize the Indian people today aie 
" defects largely attributable to the present faulty system of education 
\/Ftom top to bottom oui educational system is too literary and academic 
and It IS necessary to give a more practical bent to it A sensibly 
planned system of education will take particulai caie to emphasize 
the principle of the dignity of laboui ’‘-.^^anual work, that is, aeative 
manual activitives of diverse kinds, should be pait of the curriculum 
of every school 't The prejudice against manual work to be found m 
India may be partly due to social reasons But it is also laigely cn 
plained by the fact that until recently the schools have been almost 
entirely without precision for manual activities of a satisfying kind 
for their pupils \/The Wardha Scheme of Education, based on 
Mahatma Gandhi’s basic idea of imparting education m primary 


enterprise Strong cases in point I uaderst ind to be the leathei , papei and oil-seed 
industries If India had a scoie oi two of men like Mi Tata, and some thousands 
of men with Japanese interest in realities, with virile contempt of mere speech- 
making in politics and law courts , and with no scorn foi work on things while the 
mind was full of thoughts, India would soon be a great nation Nothing could stop 
her no tariff could hindei her she would enter into her heritage But so long as 
an Indian who has received a high education generally spends his time m cultuied 
ease, or seeks money m Indian law suits — ^which are as barren of good to the 
country as the sand of the seashore — nothing can do her much good , so long as, 
viith the exception of Bombay cotton which after all is of Parsee origin and a few 
worJks of which Mr Tata’s are at the head, all enterprise seems to be in European 
hands, in spite of the fact that the unhealthiness of India for the young children of 
Europeans is in effect a protective duty of perhaps 50-100 pei cent m favour of 
Indian enterprise in India as against European For twenty years I have been 
urging on Indians an Cambridge to say to others “How fe’W of us when we go 
to the West think of any other aim save that of our individual culture"^ Does not 
the Japanese nearly always ask himself in what way he can strengthen himself to 
do good service to hts country on his return^ Does he not seek real studies-* 
Does he not watch the sources of Western power ^ Is not that the chief leason foi 
Japan’s quick progiess^ Cann£>t we imitate her^ Do we need any othei change than 
hke the Japanese, to think of our country in the first place and ourselves as a long 
way behind’” * — A C Pigou, Memoirs of Alfred Marshall, p 472 It is doubtful 
it, had Marshall been living now, he would have written thus somewhat deprecatingly 
of the Indian sentiment in favoui of protection He would also probibl> hue been 
fair-miftded enough to admit that compaiison with Japan is misleading The 
difference m the mental outlook of the Japanese and the Indians is due largely to 
the character of then respective governments In Japan the state has helped by 
education and evei7 other means to modernize the outlook of the people In India 
the state has usually shirked its responsibilities in this connexion and while it has 
often complained of defects m the national character as serious obstacles to industrial 
development it has raiely done anything, except under irresistible preilfeure, to remedy 
these defects The character of the people no doubt requires to be changed But 
by far the most important means to this end is a change in the chai acter of governr 
ment Much depends on the creation of a government with a thoroughly national 
outlook ^ 

^ Abbott and Wood, Eeport olt Vocational Education tn India, p 33 
, p 21 
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schools through some ciaft or productive work, is calculated to lemed^ 
the above defect of our educational system ^ It is being tried out in. 
several provinces and States^ One of the ideas in a sound scheme 
of education would be to make the scholar use his hands and eyes as 
much as possible"^" Lack of any education or of education of the 
piopei kind not only makes the Indian workman inefficient and un- 
reliable, but also kills all desire for self-improvement^Education 
will develop his wants, produce in him an incentive to work more 
and bettei in order to satisfy them, and raise the whole tone of his life 
One of the difficulties undei which Indian industries labour is that 
^skilled labourers as well as supervisois and foremen have often to be 
impoi ted fiom abioad ^ The men thus impoited are naturally ex- 
pensive and they have to be given a high scale of wages and, m addition 
to this, heavy expenditme has to be incurred in connexion with their 
repatriation The Fiscal Commission recommended that the Govern- 
ment should make the training of apprentices one of the conditions 
of the tendei when they place important orders with foreign firms 
=^esides skilled labouiers, supervisors and foremen, it is necessary to 
have Indian managers T^e system of state technical scholarships 
abroad can satisfy the need for the necessaiy tiaimng in this connexion 
only to a very limited extent '^vt'he only real solution is to start tech 
meal institutes of all grades in the country itself so as to make it poss- 
ible for Indian industries to dispense with foreign labour of eveiy kind 
Research m industrial problems is a function of the highest importance 
and the necessaiy institutions for this purpose must be created and 
maintained J Foi industrial progress something more than mere tech 
meal knowledge is requiied Men of insight, daring and organizing 
ability aie necessary to lead the country in the industrial march and 
to enable it to keep pace with other nations ' The multiplication of 
commeicial colleges is hk^ly to help men of this type to discovei 
themselves The present deficiency m this regard is at least 
partially due to the fact that our educational system has not 
hitherto made it its special business to foster the qualities lequired 
foi making a successful business man The excessively hteiaiy 
chaiactei of the education, which was originally intended meiely to 
provide foi the admimstiative needs of the Government, has been 
in some measure mitigated in recent years by the increasing impoitance 
given to the teaching of modern science in our schools and universities 
The pers<inal contact with specific realities and the exercise in verifi 
able reasoning which the laboratoiy makes possible help in turning the 
thoughts and actions of men into useful practical channels Com 
mercial and technical schools and colleges ought also to have the same ^ 
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desirable effect The increasing keenness of the stiuggie for existence 
IS gradually forcing the educated classes to seek careers in business 
rather than in Government service, which cannot possibly piovide foi 
an unlimited numbei of graduates The attractions of Government 
service and the overcrowded professions (e g the profession of law) will 
dimmish when other openings are offeied by the development of indus- 
tries All these changes must come far more rapidly than at present, 
and for this heroic efforts are necessary 

^9 The position of industrial education in India. — Foi a long time 
the Victoria Jubilee Technical Institute, started m 1877 m Bombay, 
chiefly through piivate efforts to provide couises of instruction suitable 
to the needs of the growing local mill industry, was the only institution 
of Its kind in the country The investigation into the defects of the 
educational system of India set on foot by Lord Curzon, who called a 
confeience of educational experts at Simla in 1901, raised prominently 
the question of technical education, but the only practical outcome of 
this was some improvement in the teaching of science at the univer- 
sities and the institution of a number of technical scholarships by the 
Government of India to enable Indians® to proceed to England and 
America This system however failed to produce satisfactory results 
In recent years the question of technical and geneial education 
' has bulked largely in public discussions It received detailed attention 
at the hands of the Industrial Commission (1916-18), the Calcutta 
University (Sadler) Commission (1917-19), committees appointed by 
the Government of Bombay in 1921 and 1938, the Zakir Husain Com- 
mittee appointed by the Wardha Education Conference (1937)^ and 
, from Messrs Abbott and Wood, educational experts from England 
(1937)^ The Industrial Commission made a number of recommen- 
\ dations "for (1) the provision by local Governments and authorities 
of a suitable system of primary education with an industrial bias 
for the artisan and labouring population, including subsidization 
of such of the employers of labour as might undertake to supply 
educational facilities for the benefit of their employees , (11) provision 
of industrial or craft schools under the control of the Department of 
Industrie for cottage industries , and (111) provision for the training 
of men for organized industi les These were divided into the manipu- 
lative industries such as mechanical engineering, and non-manipulative 
or operative industries, such as the manufacture of chemicals The 
training for the foremen was to be given in the works themselves, to 
which theoretical classes were to be attached, though in some cases, 
such as the textile trade, in technical schools with workshops attached - 
^ to them For the ^ operative industries technological schools were to 
be supplemented by practical experience in the factoiy ^n addition 
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to the existing provincial institutions the Commission recommended 
the establishment of two Imperial Colleges, one for the highest grade 
teaching of engineering, and the other for metallurgy and mineral 
technology ^ 

Under the 1919 Reforms, education became a provincial trans- 
ferred subject, the promotion of industrial and technical education 
being controlled by the Provincial Departments of Industries But 
owing to financial stringency, no solid results have so far been achiev- 
ed Even primal y education is making very slow progress m spite of 
the enabling and compulsory Primary Education Acts that have been 
passed in several provinces and the raising of the age of employment 
of children in factories by the Factory Act of 1952 Recognizing the 
necessity of a widei extension of technical education and industrial 
naming, the Government of Bombay appointed a committee on techni- 
cal and industrial education in February 1921 The committee pro- 
duced two reports, one by the European majority and the other by 
the Indian minority (the President, Sir M Visvesvaraya, supporting 
the minority), the mam points of difference between the two sections 
being in regard to types of institutions, number of pupils to be trained 
and estimates of cost, and o^amzation and agencies for carrying out 
the scheme 

No action however was taken even on the limited scale contem- 
plated by the Majority Report, though the weaving schools maintained 
by the Depaitment of Industries continue to help the hand-loom 
industry- Thus the present position in legard to general, technical 
and commercial education is unsatisfactory and the actual provision 
that has been made by Government or private effort can scarcely be 
called adequate considering the huge size and large requirements of 
the count! y Also as the Hartog Committee remark, ‘ such of the 
attempts as have been made to provide vocational and technical train- 
ing have little contact with the educational system and are therefore 
largely infructuous’ ^ 

§10 Abbott-Wood Repoift — At the invitation of the Government of 
India two educational experts from England, Mr A Abbott and 
Mr S H Wood, visited India in November, 1936, in order to advise 
on educational reorganization, particularly on problems of vocational 
education, and submitted their Report m June, 1937 The following 
are some of their recommendations 

(1) The education of children in the Primary schools should be 
based more upon the natural interests and activities of young children 
and less upon book learning 

^ The Indian School of Mines at Dhanbad was opened at the end of 1926 and is 
intended to serve as a training ground for mining engineers and geologists 

The University of Bombay has recently established an Institute of Textile 
Technology 
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(ii) The Indian languages should, so fai as possible, be the 
medium of instiuction thioughout the High (oi Higher Secondary) 
schools, but English should be a compulsory language foi ail pupils 
in these schools 

(in) The expansion o£ vocational education should not gieatly 
outstiip the development of industiy If vocational education is not 
too specialized and if it aims at cultivating flexibility oi mind and 
certain peisonal qualities which are as much moial as intellectual, 
industiy and commeice should be able to absorb a somewhat laiger 
propoition of named men than an exact computation of then existing 
needs would appeal to justify 

(iv) Every piovmce should make a suivey of the educational 
needs of its industiies and commeice and thus deteimine the type oi 
vocational education to be piovided, and especially the numbei of 
leci lilts that can be absorbed annually 

(v) Industry and commerce must coopeiate with educational 
oigamzations if the vocational education is to be appiopiiate and 
adequate Oiganized coopeiation of this kind does not yet exist in 
India 

(vi) It IS the supervisory giade of woikers, i e foiemen, chaige- 
hands, etc, on whose education and tiaming gieat attention should 
be concentiated at this stage m the development of organized industiy 
in India, since they hold the key to efficiency in production ^ 

§11 Supply of technicians for war industries — A Technical Tiam- 
ing Scheme was initiated by the Government of India m 1940 with a 
view to meet the wai needs of the countiy and to create a nucleus of 
named technicians to help the industiial development of India 2 The 
position at the end of Apiil 1943 was as follows 


Numbei of tiammg centies 

^84 

Training capacity 

47,004 

Numbei of persons under tiainmg 

41,368 

Number of peisons passed out c 

43,480 


In Older to meet the icquirements oi oidnance factoiies and civil 
industry for skilled machine tool artificers and tool-makers, a new 
scheme has been prepared undei which caiefully selected trainees will 
be allotted to firms engaged m civil industry for advanced training 
and subsequent employment m ordnance factoiies or civil industry® 
The stage has now been 1 cached when existing training centres 

^ A Abbott and S H Wood, Report on V ocattonal Education- tn India, ch xiv 

* Since 1937-8, the Government of Bombay have worked a schemej^of recruiting 
apprentices for giving them tiaining in technical subjects The selected candidates 
are sent for training m Bombay or Ahmedabad m mills, workshops, presses, and ^ 
chemical or othei firms These trained apprentices are being utilized largely for 
employment in the various war departments as Supervisors and Assistant-Supervisors 

* Se?e Indian Labour Gazette, August 1943, p 29 
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can meet all loxeseeable demands and the policy tor the fntuie will, 
therefore, be one of consolidation and impiovement 

Mention may also be made here of the Bevm Training Scheme 
Mr Ernest Bevm, Labour Minister in England, has recently launched 
a scheme (Bevm Boys’ Scheme) foi industiial training of Indian 
ivoikmen in the United Kingdom and this has been linked up with 
the Government Tiammg Scheme m the United Kingdom started foi 
ovei coming the shoitage of skilled woikmen in England tor war pui 
poses and foi the training of the so called ‘ gieen ’ labour foi wai indus 
tries Another idea underlying the scheme is to bring the Indian work 
man into close contact with British laboui and thus to help in promot 
ing a strong and well-organized laboui movement m India similai to 
that in England The Indian workman is also expected to come back 
with a wider cultuial, social and educational outlook Candidates are 
selected from among factory woikmen in India and sent at Government 
expense foi training in England On ai rival in England they spend two 
01 three months in a Government training centre, from whei e they go 
on to industrial factoiies to gam training in specialized engineering 
tiades along with first-hand experience of Biitain’s wai pioduction 
They aie distiibuted in such factories as aie likely to be most useful to 
them aftci their return to India The total peiiod of tiammg is eight 
months On return to India the trainees aie subjected to a test, after 
which suitable jobs aie found foi them^ So far (Septembei, 1943) 
neaily 315 persons have returned after receiving such training 
^12 Stores purchase policy — The various public departments as well 
as the lailways in the countiy pm chase immense quantities of stores 
of all kinds many of which were till recently imported fiom abroad, 
mostly fiom England, thiough the Stores Department of the India 
Office, London Government stores impoited in 1914-15 were valued at 
Rs 7 cioies, m 1921 at 16 25 croies and in 1928 9 at 10 09 ciores In 
lecent yeais the value of the Government stoies imported has appre- 
ciably deci eased, being 4 h7 cioies m , 1931-2, 1 95 croies in 
1933-4 and 2 38 ciores in 1936-7 The figmes foi 1937-8 and 19389 
show some increase, being Rs 3 44 crores and 3 19 croies lespectively 
One way of encoui aging industries would be to make purchases of 
Go\einmcnt lequirements as far as possible within the country Like 
many anothei excellent principle this was also recognized long 
ago witliout being translated into action About fifty years ago, 
the Government enunciated the policy of purchasing, for State nse, 
stores of Indian oiigm 01 manufacture rather than stoies produced or 
manufactui(?d abroad Rules, ivhich were levised from time to time, 
weie also made governing stoies purchase, under which preference was 
\o be given to articles wholly 01 partially manufactuied m India, subject 
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to certain conditioiib as regards quality, etc In cases where the 
articles avail^-ble in India are as good as can be had elsewhere and are 
as cheap as elsewhere, it goes without saying that preference should be 
given to indigenous goods There are some who would go even further 
than this and would have articles of hom^ manufactui e preferred even 
if they were to cost considerably more Such a policy would entail an 
increased burden on the taxpayei and would, stiictiy speaking, amount 
to a grant of protection And before action is taken under it in favour 
of a particular industiy involving consideiable increase of public expen- 
diture, opportunity might well be given to the Tariff Board to express 
an opinion on the matter In any case, the question would require to 
be considered in the light of the piinciples of protection as outlined 
above It is not clear whether the lules to which we have refeired re- 
quired a preferential purchase of Indian goods even when their prices 
were appreciably higher ^ However that may be, m actual practice, 
according to the finding of the Industiial Commission, preference was 
given to British stores even when they could have been supplied equal- 
ly well both as regards price and quality by Indian manufacturers, who 
were handicapped in various other ways in meeting the demands of 
the Government departments when competing with tenders received 
by the India Office Stores Depaitment in London The failure on the 
part of the Government to avail themselves of the stores purchase rules 
and utilize fully the manufacturing capacity of the country was attempt- 
ed to be excused, if not justified, by pointing out that there was no 
suitable inspecting agency to direct and advise the indenting officer 
in India, who relieved himself of all trouble and responsibility by 
sending orders to the India Office Stores Department in London 
The explanation provokes the query why steps were not taken to 
provide the requisite agency for obtaining expert advice, and it 
cannot be accepted as a sufficient and satisfactory answer to the charge 
of remissness and anti-national conduct levelled against the Govern- 
ment by their critics The idea that it i§ possible to regulate the stores 
purchase policy m such a manner as to stimulate Indian mdustiies 
was endorsed by the Indian Industrial Commission Even if the policy 
of * fair field and no favour * is adopted, without what we may call 
protective preference being shown to Indian manufactures, the advant- 
age of securing the large custom of the Government would in itself act 
as a healthy and valuable stimulus Also, as the Industrial Commis- 
sion have pointed out, if certain suggestions for impiovmg the method 
of plaang orders were accepted, not only would existing industries 

A Government Resolution on the subject issued in 1928 contains the following 
direction ‘The departments of the Government of India or the officers expressly^ 
authorized by them in this behalf may, when they are satisfied that such measures 
are justified, allow a limited degree of preference, in respect of the price, to articles 
produced or manufactured m In^ia ' 
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benefit, but also new industries might be started For example, if 
instead of allowing unnecessary diversity m orders for the same kind 
of goods, standard patterns were adopted, it might be profitable to 
put down special plant in India in view of the large demand for goods 
of a standard type which would thus result 

With the progress of industrial development it is becoming more 
and more possible for the Government to have their needs supplied 
by local industries, particularly as arrangements have now been made 
for removing the difficulty arising from lack of information as to 
sources and market values of Indian supplies and the absence of an 
inspecting agency The Stores Purchase Committee (1921) appointed 
m accordance with the Industrial Commission’s recommendation 
supported the latter’s suggestion that a central expert agency for the 
purpose of inspecting Government stores should be established '“^he 
Indian Stores Department was instituted accordingly, and though it is 
intended primarily to serve the Government of India, it is open to 
the Provincial Governments, municipalities. Port authorities, company 
managed railways and other public or semi-public bodies and Indian 
States to avail themselves of its services The Department acts in an 
advisory capacity as a purchase and inspection agency, scrutinizes the 
indents with la view to preventing orders being placed abroad when 
purchases of goods of indigenous origin are possible, subject to condi- 
tions of price and quality, purchases and inspects certain specified com- 
modities in India, acts as a central bureau of information on all matters 
connected with the purchase and prices of stores, and discharges other 
important functions so as to encourage Indian industries Local 
purchasing branches have been created at Calcutta and Bombay, and 
inspection agencies at Madras, Bombay, Karachi, Cawnpore and Delhi 
For the convenience and encouragement of Indian firms com- 
peting with foreign firms, the Department has adopted and is progres- 
sively developing the policy^of inviting rupee tenders for delivery in 
India In order to ensure the successful working of the rupee tender 
system, the consulting engineers to the High Commissioner in London 
have been appointed expert advisers and have opened a branch office 
m Calcutta for that purpose An important part of the work of the 
Stores Department consists of making continual investigations into the 
potentialities of indigenous sources of supply, resulting m a constant 
enlargement of the list of approved contractors m India 

In pursuance of the policy of the Government as enunciated m 
1928, articles wholly or partially manufactured in India worth Rs 
15 56 crores were purchased for Government use during the eight years, 
1928-9 to 19356, by the Indian Stores Department^ The Supply 
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Department set up during the present war is responsible for a further 
increase of pui chases made in India by the Government 
|13 Industml reseamh.— The Fifth Industries Confeience of July 
1934 considered a proposal to establish a Central Industrial Intelligence 
and Research Bureau with a view to the co ordination of research 
The Bureau now called the Industrial Reseaich Bmeau was established 
m April 1935 with a leseaich bianch at Alipore The Bureau, 
which is given the assistance of an advisory body, called the Industrial 
Research Council, is attached to the Indian Stores Department Its 
functions are collection and dissemination of industrial intelli- 
gence, collaboration with industry in industrial reseaich, publica- 
tion of appropriate bulletins giving advice with a view to industrial 
standardization, and assistance in the oiganization of industrial exhibi- 
tions The need for such a central agency and the value of industrial 
lesearch can hardly be exaggerated Furthei steps have lecently been 
taken to promote industrial research undei the conditions aeated by 
the present war To this end, a new body, called the Board of 
Scientific and Industiial Reseaich, has been set up Representatives of 
the principal industries are associated with the Board, which at its meet- 
ing held m Bombay m Septembei 1940*" discussed several schemes to 
tackle the problem of industrial deficiency in India duiing the war 
period, with special reference to the pioduction of vegetable dyes, 
heavy chemicals, utilization of vegetable oils to make up for the loss 
of export markets for India's oilseeds, etc 

§14 Work of Provincial Departments of Industries —We have 
already referred to the establishment of the Provincial Departments 
of Industries as recommended by the Industrial Commission ^ The 
main work of these departments falls under three classes (1) pro- 
motion of technical and industrial education , (11) supply of industrial 
intelligence , and (in) assistance to mdustiies, financial as well as by 
means of aits and crafts depots and industiial exhibitions^ Their 
activities are, however, largely devoted to the development of cottage 
and rural mdustiies rathei than to large-scale industry ^ Success on 
the lines and scale anticipated by the Industrial Commission has 
not been achieved by the Depaitments of Industries because of want 
of funds and the great change, since the time of the Industrial Commis- 
sion, in industrial conditions The constitutional changes of 1919 
and 1935, by which responsibility for industrial development devolved ^ 
largely on the provinces, have also handicapped the adoption of a sys- 
tematic and comprehensive industrial policy A certain amount of 

^ See vol I, ch xin, §4 

For an account of the work done in the various provinces see A G Clow, 
T/je State and Industry , and State Action in Itespect of Industries, iga8-s5 

These activities are reviewed'^ in the chapter following 
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useful co-ordination has, however, been effected through the annual 
sessions of the All-India Industries Conference which are attended by 
the Provincial Ministers and Directois of Industries and also represen- 
tatives of some Indian States Comparatively greater success has atten- 
ded the efforts of the Bengal Industnes Department, which with its 
fully adequate staff and after the opening of a research laboratory m 
Calcutta, may be regarded as well equipped to carry out the policy re- 
commended by the Industrial Commission The Industrial Chemist 
in that province concerns himself with investigations relating to 
the better utilization of law materials available in Bengal The 
Bengal Tanning Institute is doing lesearch work on problems connect- 
ed with local leathei and tanning We may also mention the industrial 
surveys cairied out in the United Provinces, Bengal, Madras and 
Bombay Demonstration factories have been started in some provinces 
But unfortunately only a few of them, as for example, the manufacture 
of ink in Madras, have proved successful , others like the Government 
tannery at Lahoie and bobbin-manufacture in the United Provinces 
have failed 

We have already refeiied to the Acts passed by some of the 
Provincial Legislatures for giving financial assistance to industries 
These Acts have been in force in Madras, the Punjab and Bihar 
and Orissa since 1923 Similar Acts passed m Bengal and the Central 
Provinces became law in 1931 and 1933 respectively In Bombay, 
the State Aid to Small Industues Rules (1935) having been found 
inadequate, new rules have been framed pursuant to a Resolu- 
tion passed by the Bombay Legislative Assembly These rules provide 
foi various forms of State aid, including guarantee of interest on 
shares or debentuies, taking of shares and debentures, grant of a loan, 
subsidies foi research work, etc^ Under the State Aid to Industries 
Acts, loans can be given to piivate enterprises for starting new indus- 
tiies subject to certain conditions In actlial operation these Acts 
have been of greater use to small, lathei than to laige scale industries ^ 
The failure of the lew big loans given to large concerns like the Carna- 
tic Paper Mills (Madias) and the Indian Steel Wire Products Ltd 
(Bihai) only serves to emphasize the need for special measures to solve 
the problem of financing large industries 

The Report of the Madras Department of Industries for the year 
ending March 1935 confessed that duimg the period of twelve yeais 
that the State-Aid to Industries Act had been in force, it could not 
claim to have^achieved any measuie of success in stimulating industrial 
development, and suggested that, following the example of the United 

^ See Annual Report of the Department of Industnes^ Bombay Province^ igsS 
par 45 

® See Proceedings of the^ Fifth Industnes Conference (1933) and D R G^gik 
Industrial Evolution of India (third edition), p 315 » » 
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Provinces, a special committee should be set up to formulate a new 
‘scheme of financial aid to industries The Committee in the United 
Provinces known as the Industrial Finance Committee had been ap- 
pointed in 1034 under the chairmanship of the late Sii S N Pochkha- 
nawala This Committee held that dnect State aid to industries was 
not desirable It recommended the establishment of a joint bank 
called ‘The United Provinces Indiistiial Credit Bank, Limited’, with 
a capital of Rs 25 lakhs, with a Government guaiantec foi a maximum 
period of 20 years of a 4 per cent dividend on the shares free of tax in 
order to provide long- and short-term aedit to major and minor indus- 
tries The Committee also suggested the staiting of a new marketing 
organization to be called ‘ The United Provinces Financing and Mark- 
eting Company, Limited’, lun on jomt-stock lines with a capital of 
Rs 5 lakhs, to be underwritten by the Industiial Bank ^ The United 
Provinces Legislature approved of the Government’s scheme, drafted 
generally m accordance with the Committee’s recommendations, in 
June 1936 2 The Bengal Legislatuie also approved the establishment 
of an Industrial Credit Corporation m December 1936 It is meant 
for providing loans for the establishment of small-scale industries by 
released detenus and by any Bengal citizen who can put forward feas- 
ible propositions ^ It remains to be seen how far these new experi- 
ments in industrial finance will fulfil the purpose in view 
§15 Planning and mdustrialization,— Many causes, of which the Rus- 
sian"^ experiment IS not the least important, have recently intensified 
the feeling m India that purposeful and systematic planning on the 
part of the Government is necessary to bring about a satisfactory deve- 
lopment of modern industry together with a general economic revival 
in the country Sir M Visvesvaraya has recently (September, 1943) 
put before the All-India Manufactureis’ Organization a piogramme 
for post-war reconstruction in India involving, m the course of a few 
years, an investment of Rs 1,000 croies m basic industries, productive 
public V orks and public utility undertakings, doubling of agricultural 
and industrial production, provision of greatly extended facilities in 
banking, tariff protection with relaxation of duties on imported 
machinery, preferential treatment for heavy industries, annual plan- 
ning, etc 

If we assume total mobilization of our national resources and 
complete and sustained co-operation between the Government and the 
people, reconstruction on the scale visualized by Sir M Visvesvaraya 
need not be regarded as impossible But it will necessarily involve 
great sacrifice on the part of the people during the process of capital- 

* State Action m Respect of Industries, 1^28-$$, p 42 

Further paiticulars of this scheme are indicated m the sections dealing with 
Industrial Finance in ch x 

« 'For ^fuller details see N Das, industrial Enterprise \n India, pp 138-40 
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formation which must precede production of consumeis’ goods by 
modem methods India being a very poor country with an extremely 
low standard of living among its people, sacufice of present consump- 
tion for the sake of capital accumulation will undoubtedly be a very 
difficult matter But after all Russia's position about 15 years ago 
was scarcely better than that of India and within this short period she 
has succeeded in rising to a pitch of economic power which has enabled 
her to withstand the militaiy might of the best-organized country in 
the world ^ 

^ See Appendix A for A Plan of Economic Development for Indta^ by Sir F 
Tbakurdas, etc 



CHAPTER II 

INDIAN INDUSTRIES OLD AND NEW 


§1 Scope of the chapter. — Indian industries may be divided into two 
classes (i) industries earned on with hand-operated appliances m the 
home of the worker, which may be called cottage industries Here the 
scale of operations is small, organization limited and the supplies inten- 
ded largely for me^mg local needs These we shall discuss at the end 
of this chapter , "^i) organized industries with power-operated machi- 
nery, carried on in woikshops oi factories which vaiy in size from simple 
rural factoiies carrying out a single operative process to the large 
textile mills and engineeiing workshops employing thousands of hands 
and possessed of a complete organization, both for manufacture and 
trade ^ Organized industries connected with agriculture such as tea, 
coffee, indigo and sugar industries have been already treated under 
agriculture 2 We shall now first of all attempt a description of the| 
principal organized industries of the new type in India This wiili 
give us some idea of the advance in industrialization already made, and^ 
incidentally throw light on the manner in which the new protective 
I system is being applied under the guidance of the Tariff Board 
§2 Sjfeatistics of industrial development — A fair idea of the extent 
of industrial development in India can be formed by a combined study 
of the following statistical sources (i) Large Industrial Establishments 
in India (1937), ^returns of Indian factories under the Indian Fac- 
tories Act in 1938, and (m) the returns of Joint-Stock Companies 
registeied m India and elsewhere than in India but working m India 
m 1937-8 

(1) Large Industrial Establishments tn India —The statistics given 
below are taken from the publication Large Industrial Establishments 
m India in (1939) 


^ In recent classifications of Indian industries the organized industries are further 
subdivided into two categories small-scale industries and large-scale industries 
For instance, the Bombay Industrial and Economic Survey Committee observe ‘By 
small-scale industries we understand industries where power is used and where the 
number of workers does not exceed 50 and the capital invested is less than Rs 
30,000,* e g motor-repairmg, oil-pressmg, hosiery, watch-manufacture, soap-making, 
nee and flour mills, etc Large-scale industries are those where power** is used, and 
the number employed exceeds 50 and the capital invested is above Rs 30,000, e g 
cotton mills, sugar factories, paper mills, etc (Ke^ort, pars 15-16) The National 
Planning Committee also divide Indian industries into three classes cottage indus- 
tries, small-scale (or medium sized) industries, and' large-scale irdustnes 
^ See vol I, ch vi 
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Large Industrial Establishments in India (1937) 


Kind of Establishment 

Number 

Persons 

employed 

I Textiles — 


9^6 575 

Cotton (Spinning, weaving and other factories) 

423 

569,025 

Jute Mills 

105 

jo8.7>5 

Silk Mills i 

69 

6,9*7 

Woollen Mills 

18 

8,07s 

11 Engineering — 

; 92i? 


Dockyards 

8 

4,328 

Electrical Engineering 

57 

8,653 

General Engineering 

326 

44,407 

Railway Workshops 


108,924 

Shipbuilding and Engineering 

13 

1 M775S 

III Minerals and Metals---' 


57,433 

Foundries 

78 

4,527 

Iron and Steel Mills 

13 

42,158 

Petroleum Refineries 

i 4 

2,479 

IV Fo^d^ Dnnk and Tobacco — 

2,774 

240 617 

Flour Mills 

74 

6,071 

Rice Mills 

1,009 

43,882 

Sugar Factories 

175 

79,078 

Tea Factories 

991 

67,101 

Tobacco Factories 

30 

10,984 

V Chemtcalsi Dyes^ etc — 

633 

65,454 

Dyeing and Bleaching 

76 

9»39’* 

Chemicals 

28 

4,687 

Matches 

118 

16,363 

Oil Mills 

, 265 

16,949 

VI Paper and PnnUng — 

489 • 

51, ’74 

Paper Mills 

12 

8,095 

printing, Book-binding, etc 

452 

40,926 

Paper Pulp 

I 

719 

VII Processes relating to WoM, Stone and 
Glass — 

1 ^ 

1 484 

8s,sor 

Tiles and Brick Factories 

1 M2 

16,290 

Saw Mills 

1 50 

3,844 

Glass Factories 

63 

7,997 

Vin Processes connected with Skms and Hides — 

73 

14,067 

Leather and Shoes 

12 

6,510 

Tanneries « 

39 

6,126 

IX and Presses — 

2,804 

227,545 

Cotton Ginning and Baling 

2,526 

181,898 

Jute Presses 

lOI 

36,308 

^ X Miscellaneous — 

252 

^4,332 

Grand Total 

, 9,422 

1,940,477 



24 - INDIAN ECONOMICS 

The large industrial establishments include all factories subject 
, to the Indian Factories Act of 1934 (excepting those m which the aver- 
age number of peisons employed daily is less than twenty), and also 
those establishments in Indian States which are consideied to be of 
sufficient industrial importance, so far as it has been possible to procure 
information The totals of the principal classes (I to X) are given in 
Italics and only the main sub-classes have been included in the above 
table Of the 9,422 large mdustiial establishments, 4,085 weie seas- 
onal, employing 368,905 persons and 5,337 were perennial, employ- 
ing 1,57^572 persons 

(ii) According to the returns of the Indian factories during 1939 
subject to the Indian Factories Act, the total average daily numbei of 
persons employed was 1,751,137 and the total number of factories actu- 
ally working was 10,466 distributed as follows 

Madras, 1,811, Bombay, 3,120,' Smd, 324, Bengal, 1,725, 
United Piovinces, 546 , Punjab, 800 , Bihar, 328 , Orissa, 88 , Genual 
Proyinces and Berar, 740 , Assam, 773 , North-West Frontier Province, 
36 , Baluchistan, 15 , Ajmer-Merwara, 36 , Delhi, m , Bangalore and 
Coorg, 13 Of the 10,466 factories, 6,943 perennial and 3,523 were 
seasonal ^ 

(ui) Returns of Joint-Stock Companies — The increase m the pace 
of industrialization m India, especially after 1914, may be gauged from 
the figures relating to Joint-Stock Companies registered in British 
In<fca and in Indian States m 1914-15 and 1937-8 respectively, shown 
in the table opposite ^ 

The above statistics leave us in no doubt regarding the growing 
industrialization of India though we are still far from the position held 
by the industrially advanced nations of the West such as England, Ger- 
many or the USA * Organized industries as yet play too small a pait 
in the national economy, and even in the industrial population a very 
large proportion is engaged in simplerr seasonal, miscellaneous or re- 
pair industries Cotton gins and presses, jute presses, nee mills and 
timber mills, engmeeiing workshops, foundiies— all these employ the 
major portion of the Indian population engaged m modern industry 
AJl told the population engaged in modern industry is less than two 
per cent of the total population of the country The situation is now 
changing and both the pace and range of industriahzation are being 
extended, especially since the outbreak of war xn 1939 The needs 
of her own defence and her importance as a source of supply of war 

f 

^ Stafnhcal Abstract for Bnttsh htdta^ pp 618-19 

* We have already given statistics of Jomt-Stock Companies registered elsewhet^ 
than m India hut working m India, while dealing with the question of external 
/ capital invested in India (see vol I, ch xiu, §22) — Stattsttcal Abstract for Bnttsh 
India (1937-8), Tables 167-8 r 

*^ee Gadgil, op cit , p 282 
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materials are expanding— especially for the countries included in the 
Eastern Group of the British Empire 


Chss of Companies 

1914-15 

t 939 - 4 o 

No 

Paid-up 

Capital 

No 

Paid-up 

Capital 



Rs 


Rs 



(lakhs) 


(lakhs) 

Banking and Loan 

43 ^ 

7,80 

i »797 

23,26 

Insurance 

182 

50 

601 

4,17 

Navigation 

24 

1,28 

47 

3.69 

Railways and Tramways 

44 

8,30 

41 

M »74 

Other Transit and Transport 



410 

4,90 

Trading and Manufacturing 

754 

11,32 

4,728 

1,07,44 

Tea 

208 

4 » 3 i 

423 

12,71 

Other Planting Companies 

29 

41 

75 

82 

Coal Mining 

140 

6,09 

201 

8,09 

Gold Mining 

8 

33 

4 

3 

Other Mining and Quarrying Com 





panies 

57 

5.76 

92 

n,88 

Cotton Mills 

205 

16,70 

356 

33»94 

Jute Mills 

34 

7,61 

82 

20,47 

Mills for Wool, Silk, Hemp, etc ^ i 

13 

1 Jj22 

53 

2,46 

Cotton Ginning, Pressing, Baling, etc 



140 

2,66 

Jute Presses 

^39 1 

2,70 

34 

96 

Flour Mills 

30 1 

80 

27 

1,24 

Estate, Land and Building 

32 

2,17 

235 1 

12,75 

Sugar (including Jaggery) 

22 

80 

157 

10 , 9 ® 

Other Companies 


2,05 

865 

12,31 

Total (British India) 

2,480 

80,24 

10,368 

2,88,50 

Total (Indian States) 

65 

54 

1,004 

15,18 

Grand Total 

2.545 

1 80,78 

ii »372 

3 > 03.68 


%B The cotton mill industry — We shall now proceed to give a shoit 
account of some of the large-scale industries in India T he first cotton 
mill m India was erected at Calcutta ii^ 1818 The first mill in Bom- 
bay, which was destined to be the home of the cotton mill industry, was 
the result of Parsee enterprise and began working in 1854 

The early concent! ation of the industry m the Bombay island was 
governed not so much by natural and permanent factors as by other 
advantages, such as abundance of capital and credit facilities, the pre- 
sence of cheap and speedy means of transport and the temporary growth 
of the demand for yarn from China, which Bombay was in an excep- 
tionally £av4)urable situation to meet ^T'he year 1877 marks the turn- 
ing point in the development of the industry from the point of view 
of its distribution It saw the beginning of a rapid construction of 
mills jn up-country centres like Nagpur, Ahmedabad, and Sholapur, 
situated in the heart of the cotton-producing tracts This later distri- 
bution was influenced to a very much larger extent by natural factors. 
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such as the vicinity of sources of raw material, plentiful labour and 
- large marketing centres, and was made possible by the development of 
railway communication '^^^The decline of the China trade in yarn fiom 
the^^mmencement of the present century also^affected adversely Bom- 
bay’s position of unequalled pre-eminence-^The swadeshi movement, 
moreover, stimulated the growth of weaving outside the Bombay Pre- 
sidency ^j^atterly the developments m factory legislation m British 
India have set up a tendency for the migration of the industry to 
some of the Indian States where the administration of factory laws 
IS more lax 

Recently, there has been a tendency on the part of the Indian 
mills to increase the manufacture of finer counts, and a certain amount 
of long staple cotton is imported from the USA and elsewhere 
for this purpose But the spinning of finer counts is limited by 
the expensiveness of foreign cottons as well as that of the new machi- 
ne! y which has to be laid down An improvement in the quality of 
the home grown cotton will help the situation 

The cotton industry received a consideiable stimulus during the 
war of 1914-18 The laige patronage ^extended to the mills by the 
Government m respect of their militaiy lequirements m cotton goods 
m the eastern theatres of the war, together with the shrinkage in im- 
ports and the sharp use in the prices of imported cloth due to shortage 
of shipping, led to a considerable increase in home production, though 
the difficulty of importing machinery prevented as speedy a develop- 
ment as would otheiwise have taken place As it was, the home pro- 
duction in piece-goods increased from 1,164 million yards m 1913-14 to 
1,614 million yards m 1917-18 The increase was paiticularly notice- 
able as regards the better class of goods of high counts which were 
mostly imported before the war 

§4 Growth of the cotton mill industry — The following two tables 
bring out the progress made by the cotto«n mills m the whole of India 
and the decline in the imports of piece-goods 

Table P 


Y^ar 

No of 
mills 

No of spindles 

No of looms 

Average no of 
hands employed 

1900 

193 

4.94S1783 

40,124 

161,189 

Z914 

271 

6,7781895 

104,179 

260,276 

191S 

262 

6,653,871 

116,484 

282,227 

1923 

298 

7,331,219 

134,620 j 

34377^3 


379 

9,856,658 i 

200,062 

417,803 

1939 

389 

io.o 59 r 37 o 

202,464 

44^.949 

1942 

396 

10,026,425 

i 

200,170 

4^0,487 


Indian Year Book^ ^943'4> P 689 
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Table II^ 



1904-5 

1913-H 

1919-20 j 

1924-5 

mo I 

1934 3 

19389 



Millton yards 




Mill pi eduction m India 

678 

1,164 

1,640 

1,970 

2,561 

3,397 

4,269 

Imports 

2,288 , 

3,159 

1,064 

1,801 

1 

882 

944 

647 

Total 

1 2,966 

1 

4,323 i 

j 

2,704 

3,771 

' \ 

3,443 1 

4,341 1 

4,916 


The continuous progress o£ the export trade in yam till 1904-5 was 
due to the geographical advantage enjoyed by Bombay with respect to 
the Chinese market The mills in the Bombay island supplied more 
than ninety per cent of the total exports, of which China absorbed 
ninety per cent Japan was another important customer till the year 
1890 New markets had also been developed in the Straits Settlements 
and Arabia A^fter 1905 the trade declined as rapidly as it had develop 
ed before Vxhe principal factors that led to the decline were the dis 
turbance m the exchange rates wth China consequent upon the closing 
of the Indian mints to the free coinage of silver, the rise of the spinning 
industry in China, the shipping difficulties of the Indian merchants 
<caused by the war which gave to Japan her coveted opportunity, the 
'growth of weaving in India itself, and the neglect of foieign markets 
on the part of Indian producers due to the large internal profits It 
may be noted that Japan did not appear as a rival to India m the 
Chinese market for yarn till aftei the outbreak of the last war Since 
then, however, not only did she succeed in ousting India from the 
Chinese market but the imports of Japanese yarn into India 
Itself increased with alarming rapidity and seriously affected the 
prosperity of our spinning industry The exports of cotton twist and 
•yarn declined from 244 milhoTi lb in 1899-T900 to 193 million lb 
{average of five years before 1914), to 130 million lb (war average 
of five years) , to 82 (post-war average of five years) , and to 38 million 
lb in 1938-9 In the same year the total Indian mill production of 
yarn was as much as 1,303 million lb Thus India now exports only a 
small percentage of her yarn productira, practically the whole of it 
being absorbed in the country itself '^mce the beginning of the pre- 
sent century there has been a remarkable expansion in the weaving in- 
dustry stimulated by the virtual extinction of the China trade m yarn, 
and consequently our reliance on foreign cloths has diminished con- 
siderably 

Causes connected with the war led to the memorable boom which 

^ Revtew of the Trdde of India (1938 9}, pp 30 and §,7 These figures are exclusive 
lof fents 
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Started in 1517 The capital investments in the industry increased 
fiom 50 84 to 40 98 crores of rupees between 1917-18 and 1921-2 
Under the influence of soaiing prices the mills were woiking to their 
full capacity The Bombay cotton mill industry paid very high divi- 
dends amounting to 40 1 per cent of the paid-up capital m 1919 , 35 2 
per cent in 1920 , and 30 per cent in 1921 ^ 

The boom lasted for a period of six yeais at the end of which the 
crash came In the meanwhile, Japan had stolen a match over us not 
only in the Chinese market but had also begun to pour cheap goods- 
into India, which forced down the prices of goods pi educed in Indian 
mills India had to participate in the wot Id depression as it did m the 
world boom Other world factors are the altered relations between 
agrarian and general prices since 1920 and violent fluctuations 
in the prices of cotton since 1917 ^The general depression in 
industry all over the world was the result of the reduced pin chasing 
power of the agrarian classes due to the fall in woild agiicultural 
prices since 1920 The extensions planned during the boom period 
were not completed before 1922 *The new concerns started had of 
course incurred capital expenditure at the boom level of prices and 
these high capitah2ed charges were stifi further increased in most cases 
by the turn that exchange took in 1920 'Violent fluctuations in 
prices of cotton in India affected by the American prices and supplies 
of cotton since 1917 further increased the embarrassments of the 
cotton industry in India Probably the worst year for the industry 
!^as 1923, especially in Bombay, its principal centre (see §8 below) 
Per capita consumption of cotton piece-goods in India -The 
tabled on p 29 gives interesting figures relating to the consumption 
per capita of cotton piece-goods, including hand-loom products, in 
India 

In calculating per capita consumption, variations in population 
from year to year have been allowed foi It has not been possible to 
take into account exports by land, anS. stocks left from year to year 
The figures for hand-loom production aic only estimates based on the 
quantity of yarn available for consumption each year 

The table is instructive from several points of view In the first 
place, It shows that Indian production is now able to meet the greater 
part of the total demand for cloth in India and that foreign imports 
have been practically eliminated In fact, India is now able to export 
part of her production after meeting the home demand The position 
in this respect at the beginning of the piesent century ha^been reversed 

See Report of the Tariff Board (Textile Industry), 1927, Appendix V and Bnj 
Naram, Economic Life m India, p 458 ^ 

* See Gadgil, op cxc , p 240 

* Review of the Trade of I^^dm (1936*7), p 43 and (i94i-2),''p no These figures 
are inclusive of fents 
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In the second place, the table shows that the hand-loom weaver's 
contribution to the total amount of cloth consumed in India is still 
very substantial, being more than one-third of the total consumption 
and more than one-half of the Indian mill production In the third 
place, the table shows a downward movement of the per capita con- 
sumption due to war conditions and rise in prices 



Net imports^ 

Net available ' 

Hand-loom 

Net available 

Year 

mill production* 

production j 

for consumption 

1 Actual 

Per 

capita 

Actual 

Per 

capita 

Esti 

mated 

Per 

capita 

Total 

Per 

capita 






1 


Yards 



Yards 

(crores) 

Yards 

Yards 

(crores) 

Yards 

Yards 
i (crores) 

1 Yards 

(crores) 

Yards 

8905-6 

239 

7 97 

61 

2 03 

108 

1 3 60 

408 

IS 60 

1923-4 

142 

4 30 

154 

4 67 

, lOI 

3 06 

397 

12 03 

2936-7 

79 

2 13 

347 

9 3S 

149 

4 03 

* 575 

15 54 

*937-8 

58 

i 57 

384 

10 3S 

149 

4 02 

591 

rS 97 

1938-9 

63 

I 6C> 

409 

JO 70 

192 

5 02 

664 

n i7 

1939-40 

56 

I 47 

379 

997 

182 

4 79 

617 

lb 23 

1940-1 

40 

I 02 

388 

9 92 

165 

4 23 

593 

IS 20 

2941-2 

10 

0 26 

1 372 

, 95/ 

207 

5 30 

389 

1 ^5 ^0 


^6 Some difficulties of the cotton mill industry —-The position of the 
trade in piece-goods is in some ways more secure than that' of the yarn 
tiade The weakness of the yarn trade lay in its excessive depend- 
ence on one market, that of China, while the export of piece- 
goods commands a large numbei of markets, some of which are 
s howing a steadily growing capacity for consuming Indian ^ood s 
The diminution in the off take of a single customer is not, therefore, 
likely to affect the total volume of the trade to any considerable extent 
It must, however, be admitted that Indian industrialists have not 
hitherto put forth any special efforts to develop foreign markets— an 
omission which is all the more serious havihg regard to the present 
state of the industry The imports of piece-goods advanced considei- 
ably before 1930-1 vjapan became a formidable rival as her goods, un 
like those of Lancashire, competed directly with Indian manufactures 
Japan's ability to undersell the Indian manufacturer was due to certain 
special facih lies such as her superior climatic conditions which are con- 
ducive to greater efficiency of labour, the larger employment of cheap 
female labour which social conditions in Japan make possible, etc 
/Further, Japan's cotton purchases were on a large scale and highly orga 
nized both m the United States and in India (with the Chinese crop in 
reserve) which gave her a considerable advantage over India, though 

^ Net imports = Imports of foreign goods minus re etports of foreign goods 

® Net available dtill production = Mill production in India minus exports of Indian 
piece-goods 
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in regard to short staple cotton the advantage, of course, is on India’s, 
side vThe mixed Indian and American grey cotton cloth from Japan 
IS more attractive than the Indian stuff All these can scarcely be 
called unfair advantages But this description certainly applied to^ 
the consequences of Japan’s failure to ratify the Labour Conventions 
of the Washington Conference in respect of hours of work, prohibition 
of employment of young persons and of women during night houis 
These conditions are infenoi in Japan to those in India and they weie 
obviously so till the Japanese Factory Law of 1926 came into operation 
in June 1929 ^ 

The difficulties of the cotton industry have been enhanced by the 
frequent changes in the curiency policy since 1893 and the enhance- 
ment of the ratio from is to is 6 d in 1924 The depreciation of 
the Japanese yen, eg m 1923-5 and again in 1932, intensified Japanese 
competition in Indian markets 

The depression m the cotton mill industry was also to some extent 
to be attributed to certain defects of oiganization such as over-capitali- 
zation , absence of technical experts on the boaids of directors leading 
to expensive mistakes , improper handijng of machinery which is also 
not replaced sufficiently often by new machinery , absence of up-to-date 
labour-saving devices , uneconomical handling of cotton, coal, waste 
and stores , absence of a systematic plan of short time when demand 
IS slack, etc We must also mention the defects of the selling agency 
syst&n, and the absence of any satisfactory system of finance,^ which 
seriously inconvenienced both mills and dealers 
§7 The managing agency system —The managing agency system has 
come m for a good deal ^ damaging cnticism and a few words about 
It may be permissible ^ managing agency is a private paitneiship 
of thiee or foui members usually related to each othci The ownei- 
ship of the agency was often, till recently (1936), governed by the 
hereditary principle, so that management oken passed into incompe- 
tent hands '^he managing agents hold a large number of shares 
m the mill and make themselves icsponsible for the financing as well 
as management of the mill, the purchase of supplies and the sale of the 
goods Some of the methods of remuneiating the agents were apt to 
lead them into action which, while it added to their private gam, was. 

^ For further figures and a survey of labour conditions, see M C Matheson,. 
Indian Industry^ ch iv 

Another common defect is that many mills depend for working ^capital mainly 
on short-term deposits, cash credits and loans, all of which are apt to he drastically 
curtailed m difficult times Vera Anstey, The Evonomte Development of India, 
P 27s 

’ For a brief and instructive account of the origin, uses and dangers of tlie 
managing agency system in India, see Anstey, op cit , pp 112-ls, 253 and Report 
of the Indian Tanffi Board (Cotton Textile Industry), 1930, pars 65-83 
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prejudicial to the interests of the mill For example, where their com- 
mission was based on the total volume of pioduction, the interest of 
the agents lay in swelling the output as much as possible irrespective 
of the effect of such** a policy on the profits of the mill managing 

agents have also been charged with talcing secret commissions in the 
course of the buying and selling transactions which they undertake on 
behalf of the millr^j^Ianaging agents sometimes have no technical 
knowledge of then business and no technical expert on their staff and 
may consequently blunder into wrong decisions^^Other disadv ant- 
ages of the system are that it fosters indifference and ignoiance on the 
part of the directors, who have no leal responsibility It also tends to 
make the shareholders powerless and irresponsible and therefore un- 
willing to imke sacrifices for the company or invest more money m the 
business "^Mt further favours excessive conservatism and lack of enter- 
prise,^j^astly, the fact that the economic development of India in the 
nineteenth and twentieth centuries has been commercial rather than 
industrial is partly attributable to the managing agency system It 
IS quite true that if the managing agents had not taken upon them- 
selves the responsibility for finance, in many cases providing finance 
themselves for industrial and commercial ventures, the economic deve- 
lopment of India would have been even slower than it has been Capital 
in India is proveibially shy, and the welcome change m the direction 
of greater readiness to subscribe on the part of the public is only a 
very recent phase Even now no bank will make any advance unless 
the application is signed by the managing agents, who are held i espon- 
sible in their personal capacity Apart from the piovision of the 
finances lequned for industries in respect both of fixed and woikmg 
capital, the managing agency system is also associated with the pioneei- 
ing of new industrial enterpiises in the sense of prospecting, research, 
etc It may also be admitted that during the last unexampled depies- 
sion the managing agents readily bore their full share of the losses 
suffered by the industries, and not only surrendered any claim to their 
commission but provided much needed funds At the same time, it 
was geneially recognized that the time had come for undertaking a 
radical reform of the managing agency system ^ The Taiiff Boaid m 

^ Mt may he perfectly true that many, or even most, of the managing agents 
have performed their functions efficiently and with integrity, but this does not absolve 
from cnt’cism a system which undoubtedly gives special opportunities foi exploitation 
and even fraud In any case it is generally recognized that the system is to a great 
extent responsible , for the undoubted fact that industrial and commercial enterprise 
in India mainly rescs with a comparatively small group of individuals, both Europeans 
and Indians Consider, for instance, the position of the famous firm of Andrew 
Yu4e & Company, which acts as managing agents for a large number of industrial 
and commercial concerns, including at least ten jute mills, fifteen coal companies, 
two hydraulic companies, two oil mills, a flour mill, navigation, rubber, sugar, 
brick and pottery, and miscellaneous concerns of all descriptions {Capital^ 3 March 
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193^ recommended an early inquiry regaiding legislative action so as 
CO bring the managing agency system under better control The re- 
cently amended India n Companies Act (1936) seeks to lemove many 
of the managing agency enis by limiting the term of office of a manag- 
ing agent to twenty years at a time, restiicting transfer of his office and 
assignment of his lemuneration by a managing agent, providing for 
his removal for fraud or breach of trust, prescribing a unifoim basis 
(namely net annual profits) foi the agent's remuneration, restiictmg 
the grant of loans to and purchase of debentures of one company by 
another undei the same managing agent, etc 

§8 Depression m Bombay.— The depiession was specially acute in the 
case of Bombay owing to ciicumstances already mentioned, namely 
the virtual loss of the China trade in yarn owing to Japanese competi- 
tion and the expansion of the Chinese industry (a loss not wholly com- 
pensated by an increase in the cxpoit of piece-goods), ““difficulties of 
freight during and after the last wai, and the increase in the seventy of 
internal competition from up-country mills especially from mills in the 
Indian States where labour regulations are lax and where theic are 
often special duties against the products of mills in British India No 
doubt part of the blame for this rests en the Bombay mills which have 
paid insufficient attention to up-country niaikcts in respect of diveisi 
fication of production, especially in higher counts, moie direct contact 
with the consuming centres and greatei alertness on the part of 
commission agents But Bombay also suffers from certain seiious dis- 
abilities for which It cannot be blamed, for example its relatively 
higher cost of labour, fuel, water power, high local taxation (includ- 
ing the 10 per cent Property Tax levied m 1939 to pay for the 
cost of Prohibition), distance from the mofussil maikeis and from 
sources of raw material That Bombay is losing the dominating 
place in the textile industry of the country that it had fourteen 
years ago is cleaily seen from the fact that the number of mills work- 
ing in Bombay declined from 78 m i§96 to 68 in 1939 Duiing the 
same period the numbei of mills working in Ahmedabad increased 
from 59 to 77 Nevertheless Bombay is still the home of large combin- 
ed spinning and weaving establishments 

§9 Protection to the textile industry. — Since 1929 the question of 
protection to the cotton textile industry in India has been examined 
on tj toe separate occasions b y the Tarig^Board, and also came into 
prominepte in connexion with the Indo-Bntish Trade Agreement 
(1939) The first survey was conducte d, in iQ gffi when it became evident 
that the industry was not m a satisfactory condition, particularly in 

1927) It IS obvious that incidental earnings must be large and that it must 'at 
times be difficult to reconcile the various interests, and still more difficult for any 
one film to control the destinies of such a vast and heterogeneous collection of 
busmesses Anstey, op cit , pp 501-2 
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Bombay Board reported in 192^ that the deterioration was 
mainly due to unhealthy internal craditions, to the unfair and un- 
economic competition from Japan and to the general trade depression ^ 
To remedy the depression, which was particularly acute in Bombay, 
the Board suggested a better-organized pui chase of raw materials, for 
example under a single hedge contract system , adoption of various 
devices to obtain a greater output fiom labour, such as the piece-work 
system, greater care in recruitment of labour, better housing and 
education for the labourer , moie combined action furthering common 
interests on the part of millowners , greater diversification of produc- 
tion and more specialization in products of higher counts so as to take 
full advantage of the damp climate and the favourable situation of 
Bombay in respect of the imports of long-staple American and African 
cotton , development of new lines of production, for example the es- 
tablishment of the cotton printing industiy, more attention to the 
development of promising markets such as Iran and Iraq , maintenance 
of a closei touch with consuming centres m India as well as abroad, etc 
As regards p rotection, the mam recommendations of the Board 
were the raising of the import duty fiom 11 per cent to 15 per cent, 
bounty on the spinning of higher counts of yarn and the exemption 
from import duty of cotton textile machinery and mill stores The 
Government of India proposed to accept only the last recommenda- 
tion Stiong protests were made against this decision by the mill- 
owners, and, as a result, protective duties were imposed on cotton yarn 
to the extent of 5 per cent ad valorem or 1^ annas per pound, which- 
ever was higher, by the Indian Tariff (Cotton Yarn Amendment) Act, 
1927, for a period extending up to 31 March 1930 The duty on machi- 
ner;^ ^nd mill stores was also removed 

The existing import duty on artificial silk yarn was also reduced 
from 15 to 7^ per cent, so as to give some relief to the hand-loom in- 
dustry from the burden imposed on it by the revised import duty on 
yarn, and to facilitate the diversification of Indian mill production 
It may be noted that the hand-looms and cotton mills m India are using 
increasing quantities of such artificial silk yarn The Government 
of India also appointed a Commercial Mission as suggested by the 
Board All this, however, did not satisfy either the mill industiy or 
public opinion m India The depression in the industry continued 
and the general feeling was that more substantial help was needed 
§10 Mr G S Hardy’s inquiry ( 1929 ), — As a result, the Government 
appointed Mr G S Hardy, Collector of Customs, Calcutta, in July 
1929 to investigate the extent and seventy of external competition 
Mr Hardy’s Report^ invited the Government to grant substantial 

^ State AcUon Respect of Industries, JQ3S-3:,, p 62 

“ See Report on External Competition m Ptec^igoods by G S Hardy, par n 

A 

11-3 
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assistance to the mill industiy, and m Apiil 1930 the Colton Textile 
Industry Piotection Act 'was passed which was mainly designed to 
"afford sufficient protection against Japan until 31 Match 1933 
consequence of this Act the geneiai ad valoiein duty was laiscd to 
1 5 pel cent In addition to this, in ordei to enable Bombay to oigani/e 
Itself financially and technically, a minimum duty of 3!/^ annas pci ib 
was levied on the plain giey goods, winch, m the woisds oi Sii Gtoige 
Rainy, constitute ‘the biead and buttci pait' of Bombay s business 
A special piotective duty of 5 pti cent was also imposed The scope 
of this duty, howevei, was limited to non-Biitish goods to limit the 
sacrifice which the consumei would be called upon to make without coi- 
responding gam to the industry, which suffeied more fiom Japanese 
than British competition In spite of the GoveinmenCs deciaiation 
that the piefeience to Biitish goods w^as wholly accidental, the well- 
founded suspicion Imgeis that il was deiibeiatc 
§11 Further alterations in the duties (1931) — Additional piotection 
was secured by the cotton mill industiy, fiist, under the Indian Finance 
Act of Match 1931 which placed an additional duty of 5 pei cent ad 
ualor&m on impoited cotton piece-goods, and secondly, under the 
Supplementaiy Finance Act of Noveml?i,ei 1931 wdnch imposed a sm 
chaige of 25 pei cent on all import duties then existing, thus bunging 
the import duty to 25 pet cent ad valorem 01 4^ annas pei lb , which- 
evei was higher, in the case of plain gicy goods of Biitish manufactine, 
and 3 1 cent ad valoi em 01 4^ annas pei lb , whichever was high- 
er, if! the case of non Biitish plain grey goods In the case of other 
goods the duty was 25 per cent on Biitish goods and 311^ per cent on 
non-Biitish goods The increased duty of j.o pei cent on impoits of 
aitificial silk piece-goods was also expected to help the Indian cotton 
textile industry 

§12 Second inquiry by the Tariff Board (1932),-— As the piotectivc 
duties imposed bv the Act of 1930 weie due to expae on 31 Maich 
1933, Taiiff Boaid wi^s asked in Ai>iil 1932 to inquire mio the 
question of further piotection to the cotton industry in India Befoic 
the Board could complete its investigations, theie was a seiioiis fall in 
the Japanese yen and consequently m the rupe^ puces of cotton piece- 
goods imported horn Japan The Board was therefoie directed to 
make an emergency mquiiy (July 1932), as a result of which the import 
duty on non-British cotton piece-goods was raised fiom 31^ to 50 per 
cent ad valoTem, and the minimum specific duty on plain giey goods 
not of British manufactuie from 4^ to 5!^ annas per lb with effect 
from 30 August 1932 These lates were further mciease(l to 75 per 
cent ad valorem and annas per lb respectively with effect from 7 
June 1933, m order fully to counteract Japanese dumping In the 
meantime the operation of the protective duties imposed in. 1930 was* 
extended up to 31 October 1933 to enable the Government of 
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India to consider the Report of the Taiiff Board on the textile indus- 
try This period was again extended to 30 April 1934 pending the 
discussion of the question of the conclusion of a new commercial agree- 
ment between India and Japan in place of the old Indo Japanese Con- 
vention of 1904, which was formally denounced by the Government 
of India in Apiil 1933, since, under that Convention, they w^re not in 
a position to impose safeguaidmg duties on Japanese goods alone 
At last the Indian Legislature passed the Indian Tariff (Textile Pro- 
tection) Amendment Act, 1934 on 26 April 1934 The Act, which 
came into force on 1 May, gave effect to the conclusions of the Tariff 
Board lecommendmg substantive protection to the cotton textile in- 
dustry, modified in the light of a new Trade Agreement with Japan 
(1934) and of the unofficial agreement between the representatives of 
the Indian and the United Kingdom textile industries (known as the 
Mody Lees Pact) ^ The Act fixed the late of import duty on cotton 
piece-goods, not of British manufacture, at 50 per cent ad valorem, 
subject to a minimum of 5]^ annas pei lb in the case of plain greys ^ 
The life of this Act was limited to 31 March 1939 
§13 The special Textile Tariff Board ( 1935 ) — -A special Tariff Boaid 
was appointed by the Government of India on 10 September 1935 
investigate into and report on the question of protection to the Indian 
textile industry against imports from the United Kingdom 

The Board concluded its inquiry m December 1935 and its Repoit 
was released for publication m June 1936 Simultaneously, • the 
Government of India announced, by a notification under Section 4 (1) 
of the Indian Tariff Act, immediate reduction (with effecl from 25 
June 1936) in the rates of duties on Lancashire piece goods as leconi 
mended unanimously by the Taiiff Board The recommendations of 
the Tariff Board weie ^ 

(I) That the duty on plain giey goods should be 1 educed horn 
25 per cent ad valotem or 4^ annas per Ib^ whichever was higher, to 
20 per cent ad valorem or annas per lb whichevei was highei 

(II) That the duty on bordered grey, bleached and coloured 
piece-goods (other than prints) should be reduced from 25 per cent 
ad valorem to 20 per cent ad valorem 

(ill) That the duty on cotton yarn should remain the same 
Lancashire professed to be disappointed that the taiiff reductions 
were not as substantial as the case merited On the other hand, 
prominent Indian business men criticized the reduction of duties 

^ See ch xui 

- This was already the rate of import duty in force on non-Bntish goods with 
^effect from 8 January 1934, when the 75 per cent duty was reduced to 50 per cent 
as a result of the Indo-Japanese negotiations 

* Report of the special Tariffs Board on the gr^nt of proteetton to the Indian * 

r'nMn** Jtn/llLvf.W np 109-14 
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as being detrimental to the interests of the Indian mill industry 
which had only a limited scope foi its natural expansion m the 
country 

kl4: Tariff changes under the Indo-British Trade Agreement (1939) — 
The question of revising the duties on British piece goods once again 
came mtp prominence m connexion with the pi oti acted negotiations 
for the conclusion of a new trade agreement between India and the 
United Kingdom in place of the Ottawa Agi cement ^ Undei the new 
Indo-British Tiade Agreement signed on 20 Maich 1959, the exports 
of Indian raw cotton to the United Kingdom weie to be linked up 
with the imports of British cotton piece-goods into India , and to this 
end the import duties on Butish piece-goods weie to be fuithei reduc- 
ed Accordingly by the Indian Tariff (Thud Amendment) Act en- 
acted in April 1939, the protective import duties on British piece-goods 
weie reduced to 17^ per cent ad valo'iem on printed goods, 15 per cent 
ad valorem or 2 annas 7^ pies per lb , whichever is highei, on giey 
goods and 15 per cent ad valo'iem on all others These aie to be the 
basic duties The United Kingdom is granted a imnimum import 
quota of 350 million yards, and the basi^ duties have to be reduced by 
2^ per cent if the imports of cotton piece goods fiom the United 
Kingdom in any cotton piece-goods year fall below 350 million yards 
The rates might be mci eased above the basic rates should the imports 
of British piece-goods to India exceed the maximum of 500 million 
yards The enhanced duties are, however, to be reduced to the basic 
rates after the end of any such year m which total impoi ts from the 
United Kingdom have not exceeded 425 million yaids In determin- 
ing the rates of duty to be charged on the United Kingdom piece goods, 
regard must also be paid to the exports of Indian cotton to the United 
Kingdom The new agreement provides, on the one hand, for penal- 
ties in the event of a fall in the consumption of Indian cotton by the 
United Kingdom below a certain minimum (5 lakhs bales foi the 
cotton year ending 31 December 1939, 5!/^ lakhs foi the year ending 
31 December 1940 and 6 lakhs for any subsequent yeai) and, on the 
other hand, for rewards in the event of an increase in consumption 
above 71/^ lakhs of bales 

This new arrangement of a sliding scale of duties was strongly 
opposed by the Legislative Assembly, and the Indian cotton textile 
industry, on the ground that it unduly favoured Lancashire without 
ensuring a corresponding gam to the Indian cotton grow^, and sacri- 
ficed the interest of the Indian cotton mill mdustiy by appreciably cur- 
tailing the protection granted to it at a time when the industry was 
*»doirtg none too well 

The Indian Tariff (Third Amendment) Act (1939), lefeired to 

^ See ch. xni 
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above, also extended the period of operation of the protective duty on 
cotton piece-goods up to 31 March 1942 ^ 

§15 The cotton mill industry during the present war ( 1939 - ) — 
On the eve of the present war, the cotton industry was in a stagnant 
condition owing to the reduction of home demand caused by the depres- 
sion of 1929-33 and the recession of 1937 8 Other adverse factors were 
the re-entiy of Japan into the Indian maiket, increased cost of produc- 
tion and heavy taxation m the foim of the 10 per cent propeity tax m 
Bombay and Ahmedabad and the doubling of the import duty on law 
cotton in 1939 « 

The second year of the present war, howevei, ushered in a period of 
steady improvement Imports of piece-goods were negligible, especial- 
ly after the freezing order against Japan in July ig^^i Theie was an 
immense increase in war oiders placed by the Government and the East- 
ern Group , and a big advance in the exports of cotton manufactures 
to South and West Afiica, the Middle East, Australia, Malaya and the 
Dutch East Indies The rise in the prices of cotton goods has been 
so heavy that the Government have fdt compelled to take special steps 
for protecting the interests of the consumei A scheme has been 
formulated £01 the production of cheap standard cloth for the masses 
by the mills in co-operation with the Government who have undertaken 
to sell the cloth at fixed prices through their own agencies Owing to 
the loss of the export maikets in Burma, Malaya and elsewheie due to 
Japan’s occupation of these countries, the exodus of mill-hands from 
Bombay in 1942 due to panic and othei factors, the industry passed 
through a phase of tempoiaiy dislocation But the recovery has been 
^apid and promises to endure 

§16 The jute industry — The first jute spinning mill was started at 
Rishia near Serampore in Bengal in 1855, and the first power-loom was 
introduced in 1859 The progress of the industry was slow during the 
first thiity years or so and there was scarcely any export trade in jute 
manufactures During this^ initial stage of comparatively slow 
development, however, periods of great prosperity were enjoyed by the 
industry From 1868 to 1873, for instance, it was said that the mills 
' simply coined money’, and paid dividends ranging from 15 to 25 per 
cent This led to the establishment of a large number of new mills 
and to overproduction Consequently, profits declined rapidly The 
industry passed through a crisis and a number of mills had to be closed 
down The jute industry, however, had reached large dimensions and 
in 1881 the|e were as many as 5,000 power-lo»ms at work in Bengal 
Since 1885 a tendency has been discernible towards a larger output of 
^ hessian cloth than gunny bags Between 1877 and 1915, while sacking 


^ The import duties on British doth were reduced with effect fiom 17 April 1940, 
in accordance with*the Trade Pact with Great Britain They are not likely to have 

rhiiTicrpkfl rnndltion of the trade 
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looms inci eased £iom 2,950 to 17,750 the hessian looms inci eased Iiom 
910 to 22,603, that IS, theie was a growth of 2,400 pei cent m hessian 
looms as against 430 per cent in sacking looms The last wai led to a 
considerable expansion and prosperity of the jnte industty, which was 
called upon to meet the demands m the vaiious theaties of the wai for 
sandbags for the tienches and jute canvas cloth foi vai pin poses such 
as tent efoth, tarpaulins, waggon covers, etc This new development 
was stimulated by the necessity of substituting jute foi Russian flax, 
the supply of which was largely cut oil by the oven mining of Russia 
by Geimany in 1915-16 The piesent wai has also impaited a stimulus 
to the jute mill industry owing to the large Government and oveiseas 
demand for sandbags and hessian cloth (See §19 below) 

The story of the jute industry has been on the whole one of 
steady and continuous progiess In i8gi theie weie 8,000 power-looms 
at woik in Bengal , in igoi, 16,000, in 1911, 33,000 , in 1921, 43,000 
in 19267, 51,061, and in 1937-8, 66,705 The following statistics 
fuither bring out the remai'kable pxogiess made by the industry, 
especially during and since the last world war The effects of the 
world depression and of the present wai respectively on the jute 
industry are review ed in later sections 



Number 

\uthoi ued 
capital in 
lakhs of ‘ 
rupees 

Number in thousands 


of mills 
at work 

Persons 
employed j 

Looms 

Spindles 

Average 

1879-80 to 1883-4 

1 21 

i 

270 7 ' 

i 

! 388 

5 5 

88 

1899 1900 to 1903-4 

36 

680 

1 2 

S 16 2 

3346 

1909-10 to 1913-14 

60 

1,209 1 

208 4 

33 s 

691 8 

1914-15 to 1918-19 

73 

1,403 6 

2593 

39 7 

i 821 2 

1925-6 

90 

2.134 7 j 

331 3 

SO S 

1,063*7 

1928-9 

9 B 

2.336 7 

, 343 9 

S2 

1,108 X 

1930-1 

100 

2,360 6 

1 307 6 

61 8 

1,224 9 

1933-4 

99 

2,370 6 

247 I 

S 9 S 

1,1944 
r,io8 I 

> 937-8 


2,488? 

308 7(0) 

$2 4 


For many yeais Great Britain was the only country which manu- 
factured jute goods, Dundee being the principal centre of manufactuie 
Calcutta has now taken a large part of the trade held by Dundee m 
the past The value of jute manufactures exported by sea m 1928 9 
was Rs 56 9 crores, whereas the average value of the export m the 
peiiod 1879-80 to 1883-4 was only Rs 1 2 crores Owing to trade 
depression the value ofn these exports declined to Rs 21 sS crores m 
^ 933*4 Since 1934-5, improvement has been in evidence, the 
^ value of the exports of jute manufactured being Rs 29 10 crores m 
*1937-8 ^ It declined to Rs 26 26 crores in 1938-9 Nearly two-thirds "" 
of the jute grown is now consumed by the Bengal mijls as compared 

^ (u) According to Large Industrial Establishments India (193^) 
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With less than half before 1914, so that Bengal produces about twice 
as gieat a bulk of jute manufactuied goods, mainly m the form of 
gunny bags, hessian cloth and cordage, as all the rest of the world ^ 
The demand for jute goods depends on the volume of agricultural 
production throughout the world, jute manufactures being required 
for moving agricultuial produce horn one place to another m the 
couise of internal as well as international commeice A favourable 
agiicultural season m India leads to a shimkage of exports of jute 
manufactures as the demand foi packing material increases within 
the country itself for moving the laige volume of crops So also a fall 
in external demand as in recent yeais of economic depression adversely 
affects exports of jute manufactures The search for a substitute for 
jute has not so far met with any maiked success, and indeed new uses 
have been found for jute The USA and other countries are, how- 
ever, to some extent resorting to cotton m place of jute bags Such 
a possibility has now arisen in India itself The Indian Central Jute 
Committee, established in 1936, has undertaken research work m jute 
and jute products with a view to preventing any possible loss of 
markets 

§17 Jute and cotton industries comipared — The jute and cotton manu- 
factures are outstanding examples of the progress of modern large-scale 
industry m India The position of the jute mdustiy in international 
trade is much stronger than that of the cotton industry, jute being an 
Indian monopoly As already pointed out, one remarkable contrast 
between these two most important organized industries of India is that, 
while the cotton mill industry is almost entirely m Indian hands and 
financed by capital laised in India, the jute industry owes its origin 
and development to European— mostly Scottish— enterprise and capital 
Anothei point of difference is that while the cotton industry is decen- 
tralized, the jute industry is highly centiahzed, there being as many as 
ninety jute mills within a radius of forty miles Lastly an average 
jute mill IS a far bigger unit than an average cotton mill 

As Dr Filial observes, * m point of efficient oigamzation, the jute 
industry is perhaps second to none in India ’ ^ This has been facilitat- 
ed by its highly centralized position The Indian Jute Mills Associa- 
tion was formed in 1886, to facilitate, among other things, the adoption 
of concerted action as regards introduction of short-time woikmg m 
the mills to avoid over-production, etc The high piofits leaped dur- 
ing the last war led to overproduction, and after the war was over 
the indust% h^d to pass through bad times While the demand 
slackened, the costs of production mci eased, owing to a rise m the 
# price of jute and in wages ^ In 1921 $ the Association invited, an 
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Ameiican business expeit to advise it on the possibility of foiming 
a jute trust with a view to exeicismg some control ovei the pioduction 
and price of jute The termination of the slump, however, led to the 
abandonment of the pioject for the time being The Calcutta Jute 
Dealers’ Association looks after the common interests of its membeis 
as dealers in jute foi local consumption 

§18 The jute industry during the depression and after —The jute mill 
industry by no means escaped fiom the effects of the last woild economic 
depression, which affected almost eveiy industiy to a gieatei or less 
extent The jute industiy suffered fiom declining puces, picsence of 
heavy stocks at the pimcipal consuming centres, frequent laboiu 
troubles, etc But on the whole it faced the difficulties of the post-wai 
(1919) depression much bettci than the Bombay cotton mill industry 
It has thus been rewarded for its caie in maintaining adequate lescivcs 
and Its systematic adoption of short time when necessary Duiing the 
ten years ended in March 1936, a policy of cuitailment of output was 
continuously in force The mills in the membership of the Association 
worked forty hours a week and with a certain peicentage, vaiying fiom 
fifteen in 1931 to ten in 1935, of looms sealed The loweung of the 
perdmtage of the looms sealed was caused by the competition of the 
mills who were not parties to the Restriction Scheme as also by the 
improved outlook in trading conditions and the competition fiom 
other manufacturing centres Agreement could not be 1 cached with 
the nen-Association mills and mills in the membership of the Associa- 
tion were therefore given liberty to work without any restriction either 
on the hours of work or machineiy The year 1937 was critical for the 
jute manufacturing industry, owing to unrestricted production and 
labour trouble The following year saw a worsening of the position 
due, among other factors, to the effects of ' recession ' in business condi- 
tions and the gi owing internal unrestricted competition By September 
1938, the jute industry appeared to be heading towards a major crisis, 
and in the interests of the well-being of Bengal, the Piovincial Govern- 
ment had to step in and by an Ordinance issued in September 1938 
assumed control over the industry and limited the hours of woik to 
45 per week 

The conclusion of a new voluntary slioit-time working agieemem 
between the Association and the outside mills in January 1939, 
accelerated by fear of the Government Ordinance being convened 
into permanent legislation, obviated the need for restncting the 
working hours by law By a supplementary agreement m July the 
mills agreed to work 45 hours per week with so per cent of the hessian 
and 71/4 per cent of the sacking looms sealed The fall m the price 
of raw jute and its adverse effects on the jute-grower in Bengal led to 
the promulgation of two Ordinances by the Prqyincial Government 
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for fixing the minimum prices of raw jute and hessian in August 1939 
The Government also promised to restiict the area for the next jute 
crop by issuing another Ordinance 

§19 Effects of the present war on the jute mill industry —Before the 
Oidinances of 1939 had had time to show their effect came 
the news that wai had begun in Euiope The outbreak ^o£ war 
brought a feverish overseas demand for ail sorts of jute goods 
and lifted the ]ute industry out of acute depression The monthly 
production rose sharply from 90,700 tons in September 1939 
to 1215,700 tons in March 1940 Shipments of jute manufactures 
established a fresh recoid for the decade and totalled 1,098,725 tons out 
of 1 280,400 tons produced during the yeai There was a remarkable 
increase, largely speculative in character, m the prices of both jute and 
jute manufactures Restrictions on woiking hours were withdrawn 
and the mills went into full production at sixty horns per week, the 
Government of India having suspended certain provisions of the 
Factories Act by an Ordinance The Government of Bengal also post 
poned consideration of a Bill for restricting the area under jute cuitiva- 
tion ^ 

The position of the jute incfustiy is not, however, entirely healthy 
The speculative rise m jute prices has already had adverse reactions on 
the industry There aie indications that the demand has been checked 
by high prices, and the adoption of substitutes is being encouraged 
The periodical slackening of war orders and the loss of the continental 
markets of Europe have also had a depressing effect The Jute Mills 
Association decided in August 1940 to cuitail the working hours 
to 45 pel week and to work for only thiee weeks in the month With 
new orders for sand-bags, the woiking hours were again increased to 
60 but 1 educed to 54 fiom 18 May 1942, when 10 per cent of the looms 
weie also sealed Altogether it does not appeal that the jute industry 
will benefit as much by the pr^ent war as it, did during the last war, 
§20 Iron and steel industry —The non and steel industry has a better 
claim than almost any other to be called a basic or ‘ key ' industry, and 
Its national importance cannot be exaggerated A sti iking contrast 
between the industrial revolution of India and of England is that, 
while the revolution began in India with the application of steam to 
the textile industries, it began in England with tfie development of 
the essential iron and steel industiies The new industrial system m 
England had a solid foundation in the firm establishment of the iron 
and steel indi:^try and the ancillary mechanical engineering industries 

^ Subsequently, however, the Bengal Legislature passed the Bengal Jute Regulation 
Bill in August 1940 which was applied to the crop to be grown in 1941, 'n the 
interest of the growers Earlier, m May 1940, the Government of Bengal issued 
two Ordinances for ffxing the minimum and the maximum prices of raw jute and 
hessian m the Futures markets 
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But such a development has not maiked the course of the 1 evolution 
in India Until recently Indian industues have relied almost exclu- 
sively upon imported niachmeiy and machine tools, and haidware 
ooods in general 

Pioneer attempts to introduce modem methods for the manu- 
factiue gt pig 11 on and steel were made as early as 1830 in the South 
Aicot district They were all destined to failure until the Baialai lion 
Works, which were acquned in 1889 by the Bengal Steel and lion 
Company, were started in 1874 in Bengal on the Jhenia coal-fields 
The Bengal Steel and lion Company began to show a profit only fiom 
1899 The annual pioduction at the beginning oi the piesent century 
was about 35,000 tons An attempt to make steel resulted in heavy 
loss ^ A new era m the histoiy of the Bengal company, howevei, began 
in igio with the exploitation of a new source of non 01 e m the 
Singhbhum and Manbhum distiicts 

The next important stage in the history of the industiy was iishei- 
ed in by the formation of the Tata compan) The company was 
established at Sakchi in the Singhbhum disti ict by the late J N Tata 
in 1907, and the construction of the wojks began in 1908 Pig-non was 
fir^ produced in Decembei 1911, and steel—for the fiist time m India 
in modem times— in 1913 , and by 1916, under the stimulus of the war 
demand, the whole plant was in full production Thus aftei a some- 
what anxious period, the works were placed on a sound footing and 
propel of invaluable assistance in the last war in providing large 
quantities of rails and sleepers for military lailways in Mesopotamia, 
Palestine, East Africa and Salonika In 1917 a laige scheme of exten- 
sion was mooted and completed in 1924 The old plant turned out 
finished steel products, such as rails, heavy structurals (beams, angles, 
channels), bars, light structuials, light lails and fish-plates The 
additional products which the new plant has been turning out since 
1926 are plates, sheets (Jblack and galvanized), sheet bais and sheet 
sleepers ^ The success of the Tata entci prise has called into existence 
some new companies, such as the Indian lion and Steel Company 
formed in igo8 by Messrs Burn Sc Co of Calcutta, at Hirapui 
near Asansol, the Mysore State Iron Works started at Bhadravati 
m 1923, etc It may be noted that at the last named works blast fur- 
naces are fired by charcoal 

The steady expansion of the industry under the stimulus of pro- 
tection (sec §§24-6) IS reflected in the figmes of pri^duction and 
imports The production of pig-iron advanced from 35,000 tons 
at the beginning of the century to 1,576,000 ton's m 1938-9, of 
which 514,000 tons valued at Rs 256 lakhs was exported, Japan being 
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the principal customei Next to Japan, the Umtqd Kingdom and the 
USA have been substantial buyers of Indian pig-iron The quality 
of the pig-iron turned out is fully equal to that of the continental 
pioduce, indeed the imports of pig-non are now almost negligible 
being 2,800 tons in 19389, mostly fiom the United Kingdom^ The 
production of steel advanced from 139,433 tons m I9i6>i7 to 599,565 
tons in 1927 8 and that of finished steel from 98,726 to 428,654 tons 
dm mg the same period The production of steel ingots was 977,000 
tons and that of finished steel 726,000 tons during 1938 9 The world 
wide campaign of rearmament gave an impetus to the steel and iron 
industry and India took advantage of the world situation to consolidate 
her own industry 

§21 The iron and steel industry today — The outbreak of the Euro 
pean wai in September 1939 has given a fiesh stimulus to the iron and 
steel Indus tiy of India The mills have received laige oiders from 
the Government and Railways and have consequently enjoyed a period 
of boom, which is reflected in high dividends on steel shares and a 
sharp rise in their puces Special mention may be made of the ordei 
of the value of Rs 28 lakhs foi the production of steel hats for oveiseas 
forces The rapid expansion of Government ordnance factories 
in India is also calculated to accelerate the expansion of the 
Indian steel and engmeeiing industries This is indicated by the 
figures during the yeai 1939, when the output of pig-iron totalled 
1,835,000 tons compaied with 1,575,000 tons in 41938 The manu^fac- 
tiire of steel ingots and finished steel increased to 1,067,000 tons and 
1,062,900 tons respectively, showing a gain of 9 2 per cent and 14 1 
per cent respectively over the pievious year Production m 1939 was 
almost double that m 1932-3 

Owing to the war, imports of protected iron and steel in the year 
1939 were the lowest in the history of the industiy On the other hand, 
Indian exports of iron and ste^gl excluding pig-iion and iron ore were 
up during the year by 25 per cent The puces leahzed were also high 
It IS presumed that this production will be surpassed in 1940 

Plans are in hand for new steel plants at Jamshedpur for rolling 
billets and the manufacture of wheels, tyres and axles, thereby enabling 
the early construction of locomotives and wagons m the countiy 
§22 Imports of iron and steel —India is still dependent to a large 
extent upon foreign non and steel m spite of her own increasing pro 
duction The pre-1914 average of India’s imports of iron and steel 
was 808,000 tons valued at Rs 12 48 crores During the five war years 
the average imports declined to 422,000 tons valued at 10 11 crores 
ft was during this period that the Tata company increased its output 
and supplied the ^Government with war materials During the post- 
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war years the imports steadily increased from the post-war average of 
five years of 661,000 tons valued at Rs 21 38 crores to 968,000 tom in 
1929-30 valued at Rs 17 16 croies These mci eased impoits m spite 
of increasing home pioduction weie attributed to increasing consump- 
tion in India by railways and othei public works, as also by the build- 
ing trade This post wai increase in imports furnished an added plea 
for protection being granted to the industry Owing to the economic 
depression pievalent throughout the world and increase in home 
production imports have declined in recent years, being 272,000 tons 
valued at Rs 6 68 croies m 1938-9 As stated above they have declined 
further during the present wai 

§23 Subsidiary industries —Befoie tinning to the question of piotec- 
tion let us lefei to some striking developments in connexion with the 
establishment of subsidiary industiies, m the neighbourhood of 
Jamshedpur (formerly Sakchi) The following are some of the various 
manufactures which are produced undci the Extension Scheme — 
steel tubes, tinplate, enamel ware, wire, nails, railway wagons, cast-iron 
sleepers, tea and jute mill machmeiy, agiicultural tools, galvanized 
products, iron and steel castings, heavy chemicals, sulphuric acid, nitric 
acid, fertilizers, lime, ammonium sulphate, etc There are hundreds 
of workshops all over the country getting their materials from the 
steel industry Various manufacturing companies have already been 
established for this purpose Jamshedpur and the surrounding territory 
are thus developing into a veritable beehive of modern industries 
§24'^Gi?ant of iprotection to the steel and iron industry — The policy 
of discriminating piotection was brought into operation for the first 
time in India in the case of the steel and iron industry, as recommend- 
ed by the Fiscal Commission The TaiifE Board constituted in July 
1923 came to the conclusion that the industry satisfied all the conditions 
laid down by the Fiscal Commission except as legards laboui, as ‘ India 
sufieis under a disadvantage inevitable in any country mainly agriail- 
tural, and where industrial experience and training has still to be 
acquired', rendering it necessary to import at piesent skilled super- 
visors from Ameiica and Euiope This was, however, a temporary 
handicap which would eventually disappear The Board held that un- 
less protection was given, there was no hope of the industry developing 
for many years to come, and there was a serious danger that it might 
cease altogether It also agreed that it was a basic industry and one that 
was essential for military purposes, and was, therefore, specially en- 
titled to protection The burden on the consumer was efcpected to be 
temporary and widely diffused 

The Steel Protection Bill incorporating the recommendations of 
the Board was considered and passed by a special session of the Indian 
Legislature m May and June 1924 The duties on certain articles 
manufactured fiom steel were md-eased, and bounties (amounting iin 
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all to about Rs 242 lakhs during 1924 7) were granted on heavy steel 
rails, fish-plates and railway wagons manufactured m India At the 
end of the period, the bounties and duties alike were to be subject to 
revision 

Subsidiary measures of piotection had to be taken to safeguaitl 
the interests of such of the industries as make use of steel as their raw 
material An increase in its price due to protection was likely to be 
detrimental to many branches of the engineering industry at a time 
when It was holding its own with difficulty m the face of foreign 
competition The Tariff Board made ceitain recommendations to 
meet thi^ aspect of protection to steel, which were accepted by the 
Government and the Assembly The engineering industry was pro 
tected by higher duties on imported fabricated steel with certain 
exceptions 

§25 Statutory inquiry into the steel industry (1926-7) —As provided 
for by the Steel Piotection Act, 1954, which was due to expire on 31 
March the Tariff Boaid carefully examined the position of the 

industry in 1926 and recommended the continuance of piotection on 
certain lines for a further period of seven years The industry was 
now to receive protection in tKe form of increased duties on import 
and not by bounties on production, since the latter would be too costly 
to maintain over a period of seven years, at the end of which a fresh 
inquiry was to be made in older to asceitain what kind and amount 
of protection might still be necessary ^ Accordingly, a Bill was intro 
duced in the 1927 Delhi Session and came into force on 1 April 1927 
It provided for an imposition of different rates on certain iron and 
steel articles, with a basic duty on articles of British manufacture and 
an additional duty on those of non-British origin Theie was a heated 
debate in the Assembly on the proposal to differentiate between 
standard and non-standard steel, which was practically between British 
and continental steel The Government held that this was necessary 
in order to secure a fan distribution of the*' burden on the different 
classes of consumers and to ensure stability to the scheme of protec- 
tion The opposition suspected that the Bill contained the principle 
of preference to British steel, to which they weie opposed 
§26 Further measures of protection to the steel and iron industry — 
The Indian Tariff (Ottawa Trade Agreement) Amendment Act, 1932, 
which came into force from 1 January 1933, gave effect to the tariff 
changes necessitated by the trade agreement made by the Government 
of India and|H[is Majesty’s Goveinment m the United Kingdom at the 
Ottawa Conference held duiing July and August 1932 and the supple- 
pientary agreement regarding iron and steel in the September follow 
mg In the class of iron and steel goods, the preference extended only 
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to those commodities not subject to the piotccti\e duties The sup- 
plementary agreement provided foi the adjustment of the Indian im- 
port duty on galvanized sheets as follows Rs 30 pei ton on sheet made 
in the United Kingdom from Indian sheet bar , Rs 53 per ton on 
sheet made in the United Kingdom from other sheet bai , Rs 83 per 
ton on sheet not made in the United Kingdom The peiiod of opera- 
tion of the piotectivc duties imposed by the Act of 1927 was extended 
up to 31 Octobei 1934 ]\Ieanwhile, accoi dance with the Steel 
Industry (Protection) Act, 1927, the whole question of the lenewai of 
piotection was leviewed by the Taiiff Board The Iron and Steel 
Duties Act, 1934, gave effect on and fiom i November 1934 to the 
piotective measuies recommended by the Board As the lecominend- 
ations of the Boaid involved considerable reduction in the level of 
import duties m certain important cases with a lesultant i eduction in 
the revenue deiived horn customs, it was loiind necessary to impose 
as a revenue measure an excise duty of Rs 4 pei ton on the production 
of steel ingots m British India, and to impose a countei vailing customs 
duty on steel ingots This countervailing duty is additional to the 
protective duties recommended by the Boaid and alternative to the ad 
valorem revenue duties on ai ticks in respect of which piotection had 
not been proposed As lecommended by the Tariff Board the supple- 
mental y agieement was terminated in 1934^ 

On the whole. Government policy since 1924 was helpful to the steel 
and*.iron industry Without the timely intervention of the State the 
industry could not have survived the shock of post-war competition 
However the protection afforded between 1924 and 1927 was not quite 
adequate and the Tata Steel Company was barely able to pay its way 
In spite of certain unfavourable circumstances, however, the industry 
made appreciable pi ogress ‘as evidenced by mciease of output, im- 
provement in the efficiency of labour, reduction in the number of 
foreign hands, and considerable reduction in works costs ' and also by 
' considerable improvement m the conditions of laboui , especially m 
lespect of wages, housing and various amenities of life ' ^ xhe i educ- 
tion in the cost of production has stabilized and improved the condi- 
tion of the industiy and as a lesult impoits have been dimimshmg^ 
The decision to continue the protection until the year 1941 by renewal 
of the protective measuies adopted m 1934 has proved to be abundant- 
ly justified At present protection as such seems to be no longer need- 
ed The war has brought into existence a number of factors favourable 
to the industry, such as the practical cessation of importS, the growth 
of civil and military demand, and the increase of exports In fact 

^ B N Adarkai , Htstory of Indian Tariffs, p 22 ^ 

See H L Dey’s article, ‘Protection of the Steel Industry, 1924-7* m Indian 
Joufnal of Economics^ J^fy 19^ ^ 

® Review of the Trade of India tn p 42 c 
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the demand has been so gieat that the industry is finding gieat difficul- 
ty in meeting it The Goveinnicnt have thcrefoic been forced to 
introduce a scheme of rationing in ordei to seeme a balanced distribu- 
tion of steel foi military and civil purposes Besides gieatly inci eas- 
ing the volume of production in old lines, the industry has blanched 
out into a number of new diiections For example recent develop- 
ments at the Tata Steel Woiks have inci eased the possibility of making 
railway locomotives in India 

Closely connected with the war-time development of the iron 
and steel industry is the progiess made by the engineering industry, of 
which the following are the most important aspects 

(i) Ordnance Factories Goveinment Ordnance Factories have 
been gieatly expanded and model nued undei the Defence Department 
Scheme as appioved by the Chatfield Committee With the increased 
production of guns, shells and high explosives, India is fast becoming 
the arsenal of the East and the Middle Fast although much fmther 
development is necessary for this goal to be satisfactorily achieved 

(ii) Machine Tools During the war some progress has been 
made in the manufacture of machine tools of various kinds ranging 
from simple drills and lathes to-special-puipose machines required for 
munition production Veiy little however has been achieved m the 
manufacture of heavy machinery needed for nulls, ships, automobiles, 
aeroplanes, etc 

(ill) Engineering Stores The war has given a big stimulu^ to 
the manufactme of engmeeimg mateiials and stoics, such as steel 
pipes, sheds, cianes, petiol storage and watei storage tanks, slinup 
pumps, lorries, aimoured cars, wagons, railway stores, electrical stoies,. 
steel wire lopes, firefighting appliances, etc 

^27 Tanning and leather industry India possesses a large supply of 
hides and skins The cow-hides, ‘ the East India kips ’ as they are 
called, goatskins, buffalo-hides and sheepskins, etc , may be regaided 
as the by-pioducts of her agricMtural industry Pievious to the war 
of 1914 18, India made large expoits of raw hides, especially to Germany 
and Austria, which were valued at Rs 7 17 crores in 1913 In the 
same year, law skins valued at 5 4 crores were exported, mainly to 
the U S There was a large dmnand in foreign countries and high 
prices were offered 

Theie has long existed a considerable indigenous tanning industry 
in the country under which locally available tanning materials aie 

^ The Hides Cess Inquiry Committee estimate the value to India of this industry 
taken as a whole (that is the raw stock and leather trades and the leather, leather- 
w«rkmg and allied industries) at about forty to fifty crores of rupees It provides 
employment to large numbers of men and is a factor m the economic well-being of 
millions of India’s depressed classes — Report of the Hides Cess Inquiry Committee 
(1930), par 158 
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used for curing and tanning hides mainly to meet the local demand 
for inferior kinds of leathei But the most striking changes have 
taken place in the European methods of tanning which weie fiist intro- 
duced by the military authorities to manufacture superior leathei suit- 
able for harness and othei military lequnements , and tanneries usual- 
ly followed the establishment of arsenals At Cawnpoic, a further 
step in production was taken in i860 when the Government Harness 
and Saddlery Factory was set up Shortly afterwaids, Messrs Allen 
and Cooper established the Army Boot and Equipment Factory and 
received at the outset consideiable financial assistance bom the 
Government The Western India Army and Equipment Factory was 
started at Sion in Bombay by Adimjee Peerbhoy A few more 
factories weie established at vaiious centies wheie the production of 
finished goods was attempted Although considerable use of 
■machinery is made m European tanneries and feather w 01 king 
factories, it was until recently conspicuous by its absence in the 
Indian tanneries, except in the Cawnpore and Sion lactones and the 
Madras Tannery, which produced the whole of the half-tanned leather 
and skins that loom laigely in the export trade of the countiy Beloi£ 
1914, the bulk of the export trade «in tanned hides and skins was 
confined to the south of India where the baik of Cassia aunculaia, 
known in Madras as avaram and in Bombay as t ay war, is obtainable, 
Madras having by far the larger number of tanneries ^ 

The tanning and leather industry underwent a remarkable trans- 
formatioti during the war of 1914-18 The Indian Munitions Board 
directed its activities towards increasing the outturn and regulating 
the production of those kinds of leather which possess a special value 
as war material The most important development was connected 
%vith the great increase in the production of the rough-tanned cow- 
hides,^ known as the East India tanned kips, from the Madras and 
Bombay tanneries The value of these kips for making the ‘ uppers ' 
for the army boots wasTealized duiimg the wai and the Government 
assumed complete control of the trade, purchasing in India the whole 
of the available supply for export direct to the British War Office 
Whereas 194,763 cwt of tanned hides valued at was 

exported m 1913, m 1917-18, 361,674 cwt valued at R$ 4 86 crores 
was exported In addition to the expoit trade in East India kips, 
Indian tanneries pioduced during the war period greatly increased 
quantities of leather accoutrements of all sorts and boots for the army 
tn India and the Indian Expeditionary Forces Thus u^der the direc- 
Q f th e Munitions Board the Goveinment gave a great stimulus to 
industry, and the output of the apanaJfy produced boot s 
a ndjhoes was twenty times bigger at the endnf the war than befoie i t 


^ Miatlieson, op cit , ch vi 
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The industry is being further expanded to meet the increased 
demand during the present war Extended machinery and a large 
labour force are now being employed in fulfilling war supply orders* 
The entire output of the organized tanneries of the country has been I 
taken over by the Government since January 1942 i 

The chrome process of tanning which enables superior leather to 
be produced has made very slow progress in India T he Govern 
ment of Madras did v al uable pioneering work from igosj to iqii to 
de monstrateTES" chrome ^rmmg^uld be successfully establis hed 
tE is country It is, however, to be regretted that the Government had 
to sell the factory in i espouse to protests fiom the Upper India aud 
Madras Chambers of Commerce, who raised the cry that private 
trade was invaded Upon the outbreak of the last war, however* 
progi ess was more rapid , and Indian chrome leathe% hi^es found a 
profitable market in Great Biitam There are several difficulties 
experienced in connexion with the development of chrome tanning 
in India, such as the highly technical processes requiring chemical 
knowledge and costly mechanical equipment A considerable pro 
portion of Indian cowhides and goatskins is, however, eminently 
•suited to this class of work, ^nd ^promising developments may be ^ 
expected under the guidance of the expert tanner whose services have 
been secured by the Government for the development of the tanning 
industry The Industrial Research Bureau undertook in 1939 an I 
industrial survey of the Indian tanning industry with a view to eiBf^ting | 
a general improvement in the standard of tanning technique and there- ^ 
by developing an export trade of finished leather of good quality 
§28 Protection to the tanning industry —In 1919, the Indian Tariff 
Act of 1894 was amended and an export duty of 15 per cent on hides 
and skins was levied with a rebate of 10 per cent on hides and skins ex- 
ported to other parts of the Empire and actually tanned there The 
duty was imposed as a measure of protection but as the Indian tan- 
neries could only deal with a ^mall proportibn of the total supply of 
hides and skins m the country, the rebate was defended as a measure of 
help to the tanning industry within the Empire, so as to divert the tan- 
ning of Indian hides from Germany to the British Empire The experi- 
ment, however, failed to achieve either of the objects The Eiscal 
Commission condemned the duty as wrong m principle, on the ground 
that if protection was needed, it should have been given through an 
import and not an export duty The Government of India reduced 
the late to 5 per cent and abolished the 10 pei cent lebate in iQ2^ ,^the 
TetgatiqiLO^^ 5 per oent duty being justified on the ground of revenue 
need The majority of the Taxation Inquiry Committee, agreeing 
with the Fiscal Commission, advised its early abolition, but recommend- 
ed the retention ^of the duty on skins which enjoy a good reputation 
in the world market apd weie not injuriously affected by the duty 
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The 5 per cent export duty on raw hides was abolished by the 
Finance Act of 1934 owing to the decline m the export trade in raw 
hides with Germany, while the export duty on raw skins was abolished 
by the Finance Act of 1935 in ordei generally to help the revival of the 
export trade of India (see also ch xi) 

The claims for protection of the Indian tanning and leather manu- 
facturing industry as a key industry deserve to be caiefully consideicd 
Alongside of protection, however, there is considerable scope yet for 
internal improvement, for the pimcipal difficulty which the industiy 
has to face is the lack of organization and expert skill 
§29 Chemical industries ‘ In a modern state the development ot 
chemical industries on a scale that renders them an impoitant factor 
in the economic life of the State— as they are in England, Geimany and 
America— nj^egj^tates the provision of certain essentials at suffi- 
ciently low rates’ These essentials are, at first, the fundamental 
heavy chemicals, especially plphuric an d hydrochlonc acids, lime, 
ca ustic soda, s odium carbona|^ nitric acid, etc They are used in the 
production of other chemicals from indigenous sources, arid also for 
refining the various natural products or materials derived from such 
products Thus large quantities off^sulpfcj,uric acid and alkali are 
r egjuircd for refi ning fixed and mi neral^ oils The other two essentials 
are (1) fuel for powSFTKeatmg purposes and metallurgical operations , 
and (11) ch’eScaT'pIant ^ 

Jhoupi tEie^wur 1914-18 gave a considerable stimulus to many 
ot the chemical industries^ India still depends largely upon foreign 
chemicals Thus in 1938-9 she imported chemicals of the value of Rs 
305 lakhs, as compared with the pre-1914 average of Rs 90 lakhs The 
production of chemicals in India, though gradually on the increase, is 
not sufficient to meet her own lequirements Chemicals derived fiom 
sulphuric acid have, so far, been manufactured, but no serious attempt 
has been made at the manufacture of alkalis, which do not enjoy the 
advantage of natural pio^'tcction posses^d by acids on account of the 
heavy cost of their transport by sea An interesting recent development 
is the flotation of two companies— one by the Imperial Chemical 
Industries and the other under the management of Messrs Tata & Sons 
I —for the manufacture of , soda ash, caustic soda and eventually of other 
I allied chemicals ® ^ ^ 

India’s sources of raw materials for heavy chemicals are not defi- 
tienf if only the various mineral ores were to be properly tieated 
Hex varied mineral wealth in sulphide ores, saltpetre^ alum salts, 
limestone, magnesium, etc has been already indicated Striking suc- 
cess^ has already been achieved in the manufacture of sulphuric aci^ 
which IS a most important material for all chemical industries, so much 

Industnal Handbook p 

Review of th^ Trade of India m 193^19, p 105 
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SO that Its production is suggested as a test for judging the wealth of 
a country There was a large demand for it, especially between 1914 ] 
and 1918, foi explosives, and the industry is already established The ^ 
Eastern Chemical Co Ltd , Bombay, put up a case in 1928 before the 
Tariff Board for a substantial subsidy for the manufacture of sulphuric 
acid Before the present war the industry had to face the keen compe- 
tition of powerful Euiopean syndicates, Germany and the United 
* Kingdom being the most serious rivals ^ 

The other essentials of chemical industries aie fuel and plant 
The fuel situation has already been examined and it has been shown 
how Indian coal deposits are unevenly distributed Attempts are 
necessary to supply cheap electric power for the development of electro- 
metallurgical and electio-chemical industries The special plant re- , 
quired by the chemical industiies was imported before 1914, but much 
of the simpler plant can be locally manufactured and a kart has already 
been made in this direction 

C5OO Effects of the present war on the chemical industries — The war 
which began in 1939 has given a fresh stimulus to the chemical industry 
and has brought into prominence the question of replacing imports 
which have been appreciably curtailed Chemical and pharmaceutical 
manufacturers, who met in conference at Calcutta in November 1939^ 
are exploring the possibilities of the development of manufacture of 
new lines of chemicals in India The Government of India have 
recently sanctioned the erection of a Government plant for the manu- 
facture of heavy chemicals A laige variety of diugs pre^ously | 
impoited are now being made m this country Aviation spirit is being ^ 
manufactured from Indian crude oils, while the manufacture of 
bichiomite is well in hand It is noteworthy that the production of 
sulphuiic acid and sulphate of ammonia has risen by 15 per cent The 
) production of^jpjda^^sh^nd other heavy chemicals was expected to 
i start during 1940 While the Goveinment have taken steps to produce | 
bleaching powder, the Scientific and Industrial Research Board is also I 
considering the possibility of manufacturing dyestuffs, vegetable and ^ 
synthetic, out of indigenous materials 

§31 Protection to the heavy chemical industry —This question was 
referred to the Tariff Board in July 1928 The Board concluded that 
the claim of the chemical industry for protection rested primarily on 
^ Its supreme national importance It was a key industry whose products f 
were used in almost all industries, it was indispensable for national | 
defence and it provided an essential foundation for chemical research I 
in industries and agriculture The industiy substantially fulfilled i 
the conditions laid down by the Fiscal Commission and had made out 
case for protection This was to be given geneially in the form 
of specific duties At the expiration of a period of seven years * 

^ See Report of the Tan^ Board on the Chemical Industry (1929), pai 72 
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of protection, a fresh inquiry was to be held as in the case of the steel 
industry A bounty was to be granted foi the manufacture of super- 
phosphate which IS used as an artificial fertilizer The Board recom- 
, mended reduction of railway freights with a view to the formation of a 
I large-scale chemical industry in India ^ After a considerable delay the 
Heavy Chemical Industry (Protection) Act, 1931, gave effect to some 
of the recommendations of the Tariff Board It removed magnesium 
chloride from the free list and imposed on this and certain other 
heavy chemicals protective duties at various lates These duties iveie 
to remain m force till 31 March 1933 except in the case of magnesium 
chloride The piotective duty on the latter was to operate up to 31 
March 1939 and could be enhanced if necessary The duties imposed 
by the Act lapsed on 31 March 1933 with the exception of the duty on 
magnesium chlqnde The question of continuance of protection was 
referred to the Tariff Board m Decembei 1937 The Board recommend- 
ed continuance of protection for safeguarding the industry against 
foreign competition, especially dumping from Japan ^ Protection at 
a reduced rate, namely twelve annas instead of fifteen annas per cwt 
recommended by the Board, has been provided lor by the Indian Tariff 
Amendment Act (1939) enacted m Apiif 1939 The period of protec 
tion has been extended to 31 March 1946 The Government’s decision 
to reduce the amount of protection was subjected to cuticism by the 
Assembly Public opinion is strongly dissatisfied by the failure of 
the Gg^vernment to deal with this all-important question with the 
necessary vigour and determination 

§82 Oil-millmg industry — •’'Though India produces a variety of oil- 
seeds, she IS mainly a seed-exporting country and has not properly 
developed the manufacture of finished products such as refined oils 
and oil-seed cakes In Europe and America, efficient plant and im- 
proved processes are used In India we still do om oil-pressing mostly 
by the archaic method of the bullock and the ghant, which leaves a large 
percentage of oil in the cakes, impairing their usefulness for cattle 
feeding or as fertilizers In addition to this the oil is usually highly 
coloured and impure and fetches comparatively low prices m the 
market 

There has been in recent years a great increase m the numbei of 
oil-mills worked by steam or other mechanical power, especially in the 
case of mustard oil, ^^stor oil, and groundnut oil It xs both unsound 
and uneconomic for India to export her oil-seeds instead of manufactur- 
ing the oils and oil-cakes herself She is thereby deprfved of the 
manufacturer's projfits, and Indian agriculture, of cattle food and 
manure of high value Moreover, vegetable oils have several important 

^ See Report of the Tanffi Board on the Heavy Chemical Industry (1929), par 74 

® JReporf of the Tariffs Board'^on Magnesium Chloride Industry (1938), p 
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uses and play a great part in the economic life o£ a civilized community 
Vegetable oils and tallow are necessary foi the manufacture of soap^ 
glycerine, and for culinary and lubricating purposes, etc Since the last 
war considerable attention has been given to the possibility of develop^ 
ing the Indian oil-milling industry on a large scale The present war 
has given a fresh stimulus to the oil milling industry, the need for 
developing which has become all the more urgent owing to the decline 
in exports due to war conditions 

§38 Paper-making — The production of machine-made paper in India 
in modern times apparently dates from 1870 when the Bally Mills were 
established on the Hooghly Its neighbourhood is still the principal 
centre of the industry The Titaghur Paper ^dills were established in 
188^ and absorbed in 1903 the Imperial Paper Mill, which had been 
started at Kankmara in 1892-4 For thirty years after 1892 no new 
paper mill was established on the Hooghly, but in 1922, the Indian 
Paper Pulp Company/ which was formed in 1918 for the production of 
pulp and paper from bamboo, commenced manufacture of paper in the 
Naihati Mill As regards the up-country paper mills the oldest of 
them, the Upper India Gouper Mill, was establish^^ at Lucknow m 
1879 In 1885 the Deccan Paper Mill Company ^was formed and 
started work at Poona in 1887 ' The most important up country paper 
mill at present is at Raniganjir It was startedTn 1891 by the Bengal 
Paper Mill Company formed in 1889 There are^ two small paper 
mills at Bombay and one at ^^unalur m the Travancore*^ State 
In 1927-8, the Carnatic Paper Mills started operations at Rajahmundry 
for making paper from paddy, straw and bamboo The Punjab 
Paper Mills Company has obtained a large concession with 
regard hhahbar grass in the Punjab for its factory near Saharanpur 
In Assam, a new company has been formed and at Chittagong a new 
factory for manufacturing paper pulp from bamboos has-been opened 
The Indian production of paper amounted^ to i,i84,odo‘"cwt in 1938 9 
as compared with 804,000 cwt in 1932-3 In the same year there were 
altogether eleven papei mills in India, namely four each m Bengal 
and Bombay, and one each in the United I^ovinces, Madras and 
Travancore Two new paper mills were started during the year 
1938 9 The present war has benefited the paper industry as is shown 
by the increase ^ in production, which in the year 1939-40 amounted to 
1,416,267 cwt This increase is likely to continue as long as the war 
lasts, for the paper-producing countries of Europe are no longer able 
to supply the Indian market The prices of paper have also gone up 
Several concerns were floated during 1939 for the manufacture of paper 
^in India 

The Tariff Board estimated the market open to the Indian paper- 
maker at the present rate of consumption at about 50,000 tons out 
of a total annual consumption estimated by the Board at igo^c^ tpns 
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The staple material of the paper maker in India was until 
recent years sab at grass, which glows abundantly in northern 
India Indian wood has not yet been used to make paper, and 
pulp IS imported from Europe For the cheaper kinds of paper, 
rags, hemp, jute waste and waste paper are used The Indian 
Paper Pulp Company was the first to make paper from bamboo pulp 
Sabai grass grows in scattered tufts intermixed with other vegetation 
and IS affected by unfavourable seasons The yield of bamboo per acre 
IS larger than of grasses and the cost of production also smaller 
Bamboo is easily available in Bengal, Orissa and south-west India For 
the great bulk of the paper consumed in India, bamboo fibie is quite 
good enough, though infeiior to sahai grass m strength and 
durability, and as a result of the researches carried out at the Forest 
Research Institute great expectations have been raised regarding the 
future of the bamboo paper pulp industry The industry has been 
working under certain disadvantages, such as the high cost of chemicals, 
heavy transport charges for coal, and severe foreign competition from ' 
\ Scandinavia, Germany, the United Kingdom, Austria, Japan, and the 
! U S A The imports of paper and pasteboards combined are even to- 
day substantial and amounted to 3,073,000 cwt valued at Rs 3 23 
croies in 19389 as compared with 3,633,000 cwt valued at Rs 4 15 
I crores in the previous year As stated above imports have declined 
f since the outbreak of war m 1959 

§34 Protection to paper —The Tariff Board of 1924 recommended a 
protective duty of 1 anna per lb for five years on certain classes of 
writing and printing paper competing with Indian paper In 1925 the 
Bamboo Paper Industry (Protection) Act was passed providing for the 
imposition of a protective duty of 1 anna per lb for seven years until 
31 March 1932, so as to secure a firm basis for the mdustiy The 
Bamboo Paper Industry (Protection) Act of 1932 renewed the protective 
duty up to 31 March 1939 «as recommended by the Tariff Boaixi The 
same Act imposed a new protective duty of Rs 45 pei ton on imported 
wood pulp to supply a definite stimulus to the manufactuie and use of 
bamboo pulp The question of continuing protection to the paper 
industry beyond 31 March 1939 was the subject of an inquiry by the 
Tariff Board in 1937-8 The Government of India decided to continue 
protection to the industry but at a rate lower than that recommended 
by the Board,i and gave effect to their decision by the enactment of 
the Indian Tariff (Second Amendment) Act, 1939 Th^ period for 
which protection was granted was fixed at three years instead of seven m 
view of certain imperfections revealed in the Board’s inquiry The^ 
d uty on wood pulp fixed \at Rs 30 per ton or 25 per cent 

^ See Report of the Tanffi Board on Paper and Paper Pulp Industries (1938), 
par 71^ 
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ad valorerrij whichever was higher The protective duty on paper 
was fixed at 9 pies instead of 11 pies per lb 

§35 Glass manufacture. — Glass-making is a very ancient industry, and 
reference is made to it by Pliny who speaks of the superior ‘ Indian 
glass ’ made from crystals However, no traces survive of the ancient 
indu stry, and all that is certain is that in the sixteenth century it 
existed as an established industry but had not advanced beyond the 
stage of pioducing very inferior material utilized for the manufacture 
of bangles and, to a small extent, small bottles and flasks Then as 
now there was a large demand for bangles in the country More 
recently, between 1892 and 1893, five glass factories of the modern type 
were established, but they were all wound up soonei or later Those 
started under European management struggled hard and survived 
longer, but the last of them failed in igo8 Anothei European' attempt, 
also unsuccessful, was made in Madras in 1909 

The glass industry, however, seems to have a peculiar fascination 
for Indians, for, in spite of the previous failuies, as many as sixteen 
factories on a small scale were started during the swadeshi period 
1906 13 and were the products of Indian enterprise Only three of 
these factories, however, weie m operation in 1914, and none of them 
was making a commercial profit, though the Talegaon factory in the 
Poona district, aided by the Paisa Fund, was paying its way on the 
somewhat peculiar and non-commercial lines on which it was run 
Two well-defined classes of the industry m its present stage can 
be distinguished (1) the indigenous cottage (bangle-making) industry , 
and (11) the modern factory industry The indigenous industry is 
spread all over India but is chiefly concentrated m the Firozabad ' 
district of the United Provinces and the Belgaum district in the south 
There is a large colony of bangle-makers and about sixty bangle 
factories in Firozabad The ‘ silk * bangles imported from Japan have, 
however, been a serious rival to the home-made article 

The factory industry is yet in a condition of infancy and its 
production is mainly confined to manufacture of lampware and, to 
a less extent, of bottles and carboys As a result of the stimulus given 
during the war period (1914-18) by the demand for specialized gMss 
passing through the Munitions Board, several factories have with 
-some success turned out glass tubing, flasks, beakers, Petri dishes and 
test-tubes , and a few works have been staited to meet the demands 
of scientific laboratories controlled by the Indian Medical Service 
§36 Imports, of glass.-— Before 1914 India imported glass and glassware 
valued at Rs 190 lakhs, the principal imports being bangles, beads, 
|alse pearls, sheet and plate glass, lampware, bottles and phials, soda- 
water bottles, tableware, etc Austria and Germany held a predomi 
nant position in 4:he trade, their share being 57 per cent of the aggre- 
gate imports During^the war of 1914 18, the imports of bangles and 
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iampwaie decreased and their place was paitially taken up by Indian 
wares In 19^9-go, irapoits were valued at Rs 252 lakhs and mainly 
came from Japan, the United Kingdom, Germany, Belgium and 
Czechoslovakia, which shows that the Indian industry was still m a 
condition ot infancy The value of the imports receded from Rs 252 
lakhs m 1929-30 to 122 lakhs in 1931-2 In 1937 8 it inci eased to 152 
lakhs, btit declined to 125 lakhs in 1938-9, with Japan still letaimng 
her foremost position m the trad^ 

In addition to foreign competition othei difficulties are mexpeii- 
enced control, lack of trained men, insufficient supply of essential 
materials like coal and soda ash> sand and lime, 'inadequate finance, 
etc In 1932, according to the figures published by the Tariff Boaid,. 
there weie 59 glass factories, the chief centres being Bombay, Jubbul- 
pore, Allahabad, Nairn, Bijhoi, Ambala, Lahore and Calcutta 
Allahabad and Nairn m the United Pi evinces enjoy enoimous advan- 
tages over othei centres like Bombay owing to their location in the 
^vicinity of raw materials and fuel supplies ^ 

The fuel difficulty may be overcome by the supply of cheap electri- 
city for working electric glass-furnaces, but this is not such an easy 
matter as used to be once fondly imagified Labour difficulties are no- 
doubt serious as the glass industry even in its simple form is highly 
technical and can be efficiently conducted only by scientifically trained 
managers and expert workmen Useful work has been, done by the 
Paisa Fund Glassworks at Talegaon in training glass-blowers, and the 
expansion of the industry under war conditions was chiefly due to the 
supply of men who came from this place, although the training given 
there leaves much to te desired Railway facilities are also necessary 
§B 7 Protection to the glass indnsfry — The prospects of the glass 
industry have been improved as the result of the appointment of a Glass 
Technologist by the Government of the United Provinces Satisfac- 
tory results have been achieved in manufacturing bulbs for electric 
lamps, glass-stoppered bottles, laboratory glass, etc The present 
war has given further stimulus to the industry Two new factories 
were added m 1939, and imports have shown an appreciable decline. 
The claim of the glass industry for protection was referred to the 
Tariff Board in October 1931 The Board, which submitted its report 
in 1932, recommended the grant of protection for a period of ten years 
and outlined proposals for protective duties on sheet and plate glass, 
bangles, beads, false pearls, glass and glassware The Government 
of India’s decision, which was announced as late as Jujfie 1935, was 
adverse to the findings of the Tariff Board They did not accept the 
j^a for protection on the ground that the absence of mdigpnous 
supplies of raw materials (namely soda ash) constitutes a disadvantage 

^ See Fox, Notes on Glass Manufacture [Bulletins of ladian tiSdustnes and Labour,. 
Ko 359 
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to the industry which cannot possibly be balanced by any advantages 
which it possesses in other respects They, however, postponed their 
final decision until the possibilities o£ tapping new sources of supply 
of soda ash were fully explored In the meantime they decided to 
afford the glass-manufacturing industry a certain measure of relief by 
a rebate of duty on imported soda ash foi three years This decision 
of the Government of India caused great disappointment among the 
glass manufacturers and was the subject of adveise criticism in general 
The Tariff Board, while admitting that satisfactory sources of soda 
ash were not yet m existence m India, did not consider that this fact 
in itself invalidated the claim for protection advanced by the glass 
industry ^ 

§38 The cement industry — It is surprising that in spite of the large 
home market in India, favourable conditions for manufacture and the 
national importance of the industry, the cement industry occupied an 
insignificant position before 1914, and was not able to pioduce cement 
up to the requirements of the British standard specifications Even 
before 1914 India consumed large quantities of cement, importing 
about 180,000 tons a year The demand for cement rapidly increased 
after the war and now exceeds 1,000,000 tons a year The use of ferro- 
concrete in bridges and heavy structural work of all kinds is extending 
rapidly It has even been said that the Steel Age is now giving place 
to the Cement and Ferro-concrete Age 

The manufacture of Portland cement commenced in Madras as 
long ago as 1904 It was, however, not until ten years later that produc- 
tion on a large scale began Three companies were formed m 1915-13, 
the earliest to start operations was the Indian Cement Company at 
Porbundar (Kathiawar), followed by the Katni Cement and Industrial 
Company (Central Provinces) and the Buridi Portland Cement Com- 
pany (Rajputana) The industry developed especially under the 
patronage of the Government who purchased the great bulk of the 
output during the last war In the post-war boom period, a number 
of companies were floated The three old companies doubled their 
output and seven new ones were projected and six of them started 
operations^ by^ 19^ Thus the development was very rapid and the 
aggregate production increased from 945 tons m 1914 to 236,746 
tons in 1924, the imports showing a ^decrease from 165,733 tons 
to 124,186 tons during the same period The imports further declined 
to 112,000 tons in 1930-1 of which 63,200 tons was supplied by the Unit- 
ed Kingdom, other principal sources being Japan, Germany, Italy and 
Belgium In 1938-9 imports of cement showed a further drop and 
Shrank to the low figure of 21,000 tons valued at Rs 10 lakhs 
The imports were 4,300 tons m 1940 1 valued at Rs 6 lakhs The 

^ Report of Tariff Board (Glass Industry), par 39 ^ 
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country has now become almost self-supporting in this respect Pio- 
duction of cement in India amounted to 593,000 tons m 1932-3 In 
1937-8 It had nearly doubled The quality of Indian cement is not 
inferior to that oi the British pioduct and it more than holds its 
own against the cheaper continental cement The Indian cement 
industry lecently (1936) took a great step foiward with the formation 
of an effective combine known as the Associated Cement Companies 
of India, Ltd This striking meiger of the ten pimcipai concerns 
has impioved the technical and commercial oigamzation of the 
industry 1 Negotiations for the meiger of the iival companies have 
not materialized The slackening of the building boom in many 
important cities, the levy of the Propel ty Tax in Bombay and 
Ahmedabad, and the war-time increases in the price of steel have also 
had adverse effects on the immediate demand toi cement in the 
country On the other hand, although the present war has raised the 
cost of manufacture, it has opened up prospects of a substantial expoit 
demand The ACC have already entered into several contracts for 
supplies to overseas markets There is also a promising field outside 
, the building trade In recent years, internal competition and piice- 
cutting devices had become intensifietl owing to new works of the 
Dalmia Cement Ltd^ having come into operation in Smd and other 
provinces, but this has now been remedied as the two rivals have 
come to a workable understanding 

The Tariff Board found that the industry possessed natural 
advantages in respect of raw materials, but laboured under a consider- 
able handicap with regard to fuel as most of the woiks are situated away 
from the coal-fields Regarding markets, the Board points out that 
the up-country market is a naturally piotected market for the Indian 
cement works, which, except for the Kathiawar factories, are above 300 
miles from any port Elsewhere, Indian cement has to face the competi- 
tion of foreign supplies However, as the principal market for cement 
m India is not up-couniry but in the pVts of Bombay and Calcutta, 
most Indian factories are at a disadvantage heie, being away from the 
ports ^ 

, In 19^4 the Tariff Board declined to recommend protection to the 
iiindustiy on the ground that it was suffering from over-production and 
^prices are determined by internal competition among the Indian manu- 
facture! s and no\ by the imports It considered, however, that it would 
not be long before conditions became stable, and with a view to the 
removal of the handicap to which Indian cement is subject owing to 
the great distance of the factories from t|ie coal-fields or the ports, 
recommended that legislation should be introduced authorizing tho, 

^ Since then while one hmt (the XCatni works) has been closed down, two new 
factories have commenced operations in the year 1939 " 

^ Report of the Tariffs (Cenaenr Industry) 1^2^^ pars* 8-12 
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Government to pay bounties on cement consigned from IiiHian 
factories to certain ports or to railway stations within a specified radius 
of these ports, provided the payment of bounties did not lead to a 
reduction m the price of Indian cement in relation to the price of 
imported cement The Government of India did not accept the ‘ 
principle of such conditional legislation and decided not to take any 1 
action on the report 

§39 Match industry ^ — With the exception of the Gujarat Islam 
Match Factory m Ahmedabad founded in 1895, there was no successful 
manufacture of matches on a commercial scale in India before 19^1 
There has been considerable expansion in recent years as a result of 
the imposition, in 1922, of an import duty for revenue purposes on 
matches of Re 1 8-0 per gross, or more than 100 per cent ad valorem 
The industry commands a large home market, consumption being 
estimated at seventeen million gross a year Labour is cheap and 
well able to manipulate the simple machinery The most striking 
development has been the establishment, in view of the import duty, 
Of match factories in India by the gigantic Swedish combine, which 
controls about seventy per cent of the total world's demand, and 
there has been considerable agitation by the Indian match manu- 
facturers about the adverse repercussions of this dominant foreign 
concern on the indigenous industry Regarding the claim for pro- 
tection, the Tariff Board reporting in 1928 held that the prices of 
Indian matches were regulated by internal competition and the con- 
sumer got them as cheap as possible and that the industry would be 
able to resist world competition unaided It recommended, however, 
that the current revenue import duty of Re 1-8 o per gross should 
be converted into a protective duty for an indefinite period so as to 
give assurance to the industry that it would not be deprived suddenly 
of the protection it had enjoyed so far It held that the Swedish 
Match Company had been doing useful work in the expansion 
of the industry in India, but advised the Company to adapt 
itself to Indian nationalist and political sensitiveness by reconstructing 
itself with a rupee capital and admitting Indian directors, and acknow- 
ledged the necessity of keeping a watch on the company to see that 
It did not employ its large resources to establish a monopoly in 
India 2 

The Assembly passed the Match Industry Protection Bill m 
September 1928 as recommended by the Tariff Board, by which a 
duty of Re 1-8-0 was levied on a gross of boxes each containing 100 

^ ^ The coal and salt industries are dealt with in vol I, ch xi, while the sugar 
and tea industries are dealt with in ch vi of the same volume 

® The Board held that it was utterly impossible to build up a cottage nnatch- 
making industry in Iridia, in view of the competi tiqp of the mass production of 
factories See Refort of- the Tonffi Board (Match Industry), iqsS, pars 131-2^ 



matdies ^ A duty of 414 annas was levied on every pound of undipped 
splints used for match-making, and of 6 annas per lb on veneers 
used in box-making A consideiable section of public opinion m 
the country along with the Indian Chambers of Commerce was strong- 
ly opposed to the policy of the Tariff Boaid and the Government in 
allowing a foreign concern like the Swedish Match Company to avail 
Itself of the advantage of protection without the statutory adoption 
of the usual piecautions to safeguaid Indian interests 

The Indian match industiy, shekel ed by a high tariff, has been 
able to meet India’s domestic requirements, and imports of foreign 
matches are now small Only 1,263,000 gross of boxes of matches 
valued at Rs 23 5 lakhs was imported in 1938-9, as compared with 
13 2|3 million gloss valued at Rs 204 lakhs m 1921-2 Imports of match- 
making materials are diminishing, showing that the industry is 
meeting its requirements more and more from indigenous sources 

Cottage Industries 

§40 Causes of the persistenoe of small-scale production — Industrial 
advance at the present time is generally associated with the predomi- 
nance of production on a large scale' It must be remembered, how- 
ever, that It does not necessarily bring about the total extinction of 
small-scale industry The increasing use of electricity instead of steam 
has tended to make the unit of production smaller than the average 
factory at present without involving any sacrifice of important external 
and internal economies Again, in eveiy progressive society there are 
a number of articles, such as artistic products and many luxury goods, 
which do not lend themselves to standardized production Further, 
many of the improvements in the material equipment of civilization 
give rise to a number of small establishments to keep them going 
Finally, new industries, so long as they are in an experimental stage, 
are first tried on a small scale and it is only when their success is 
demonstrated that they aie organized on a large scale 2 It thus comes 
about that even in the most advanced countries of the West, a number 
of small industries exist and flourish side by side with large-scale 
industries The important part played by small-scale and cottage 
industries in the economic structure of Japan is well known 

§41 ladtustrializatlon and cottage Indnstrles in India In India, 

particularly under the present conditions, industrial expansion in 
the near future is likely to be marked by the multiplication of small- 
scale enterprises all over the country This is, however, a different 
thing from sayir^ that India’s progress in industrialization will leave 
all the industries of the old type intact and in undiminished vigourr 

* The imposition of an excise dflty on matches in 1934 and tjie consequent changes 
in the import duties are dealt*^ with in ch xi 

* ^Radhakamal Mukenee, The J^oundaUons 
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Some old, lifeless industries will almost always he about the cradles of 
new-born modern industries, and we must expect that intense industria- 
lization will be injurious to some of the handicrafts which exist at pie- 
sent A brief account has already been given of the manner in which 
the economic transition m India has affected the various indigenous 
industries,^ and it has been pointed out that the artisans were left to 
their own resources and had to meet the new situation as best they 
could without guidance or help from the State Such neglect and 
indifference must be avoided in future Foi full and orderly economic 
development India requires village-scale, medium-sized as well as 
cottage industries, and all these must be properly co-ordmated It is 
only thus that the idea! of maximum production,' full employment 
and equitable distribution of wealth can be pursued in the conditions 
prevailing in India Maximum production cannot be achieved with- 
out large-scale industry^ But the progress of modern industryj 
however rapid, cannot possibly give employment to the vast population 
of India Hence the need for encouraging small industry Small 
indjistry further makes for equitable distribution of wealth'as contrast- 
ed with big industry which tends to concentrate wealth in a few hands 
The purely human aspect of the qpiestion must also not be ignored If 
industrialization or the growth of big industry means unemployment 
and distress to those engaged in old industries, the best way of dealing 
with the situation may often be artificially to assist the did industries 
to suivive side by side with the new type of industry Lastly, the 
experience of the present war in China and Russia has amply proved 
that, for a country of continental dimensions like India, it is of vital 
importance, as a measure of security against possible invasion, to have 
her industries widely scattered m small units rather than confined 
to a few big centres 

The cottage mdustiies of India may be divided into ti n ee classes 
as follow^ 

Some of the old industries like ha nd spin ning^ have suffered 
almost complete extinction But as we have already seen,^ hand-spin- 
mng has some possibilities as an ancillary occupation to agriculture 
v^ii) There are other cottage industries w hose produet s are competing 
directly with machine-made goods and which may be described as being 
in a state of suspended animation Those who cling to them do so 
because of their unwillingness to give up their hei editary occupation, 
or because they are deterred by the hard conditions of factory work as at 
present organized, or it may be that a craftsman is f Diced to remain in 
his traditional vocation by ‘ the patron and incubus ' of the petty 
artisan m India— the merchant-financier, who is interested in keeping 

^ See vol I, ch v, §§21, 22, 25, also see Report on the Survey of Cottage 
Industries $n Madras Presidency (1929) 

^ See vol I, ch vm, §19 ^ ^ 
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to make up adequately the deficiency of impoited cloth duiing the 
war of i9i4«i 8 and the very high prices of mill-woven cloth after the 
Armistice were factors which substantially helped the weaver Since 
19^!^ however, the weaver has suffered by foreign (especially Japanese) 
competition and increased competition of Indian mills , though the 
more skilful and enterprising men have taken to silk weaving and 
lace work Altogether the hand-loom weaving industry has displayed 
a surprising degree of vitality and adaptability 

The weaver working m his own home works longei houis than 
the factory labourer, and has also the advantage of unpaid assistance 
from the women in the family in the intervals of domestic work He 
IS moreover content with a very small margin of profits as his standard 
of comfoi t IS low While this is a factor which increases his competi- 
tive power, Its existence is not a matter for congratulation The aim 
of reform ought to be so to improve the efficiency of the hand-workei 
as to enable him to adopt and maintain a higher standard of life 
Although there are sound economic reasons for hoping that he ought 
to prosper if he confines himself to his proper spheie of woik where 
the factory cannot trench on his dominion, his actual position is one 
of extreme poverty ^nd distress At** a conference convened by the 
Central Government m December 1940 it was decided to set up a fact 
finding committee to collect factual data as a preliminary to concert- 
ing measures for helping the hand-loom weaving industry The report 
of the committee has not yet been published (March 1944) 

§43 ‘^Woollen industry. — The manufacture of woollen goods in some 
shape or form is found in all parts of the country for the simple le^son 
that the sheep is a ubiquitous animal, though the quality of the 
wool vanes fiom place to place, the sheep in the hilly tracts generally 
yielding wool of finer quality than those in the plains The woollen 
hand-loom industry gives part-time employment to about 40,000 
people 

Under the Moguls the manufactuiie of woollen carpets had reach- 
ed a high pitch of excellence The demand for woollen caipets came 
mainly from the royal courts and the nobility, and the industry found 
its natural habitat in the principal capital cities, though it migrated 
to other centres on the break up of the Mogul Empire The downfall 
of the Empire practically extinguished the local demand for carpets, 
but it was gradually replaced by foreign demand aftei the establishment 
of British rule The foreign demand, however, although it helped to 
stay the economic ruin of the artisans, was responsible for a deterio- 
ration in the quality of the goods It encouraged the production of 
cheap articles fashioned according to patterns sent out to India from 
abroad. The growing use of aniline dyes was a further cause of dete- 
rioration The opening of the foreign markets alsoded to the appear- 
ance^ of a large number of middlemen, which is the characteristic 
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feature of trade in modern India, especially of the expoit trade 
Carpet-weaving in India at the present time depends almost entirely on » 
foreign demand, which absorbs as much as 90 per cent of the total 
production 

Considered as a cottage industry, carpet-weaving is in a languish- 
ing condition on account of the ignorance and poverty of the weaver 
and the absence of organization ^ It is usual for the weaver to accept 
advances of money from the dealer, and the system of advances tends to 
convert the independent handicraftsman into a bond slave of the 
dealer and destroys personal interest in the work and incentive for 
improvement Also the weaver is not able to take his labour or goods , 
to the best possible market but must work according to the dictation 
of the dealer 

The manufacture of shawls had attained great renown m India 
in the pre-British days, especially in Kashmir and the Punjab, and the 
Moguls were particularly interested m its development The famine 
of 1830 dealt a severe blow to the industry from which it never quite 
recovered and its difficulties were enhanced by the numerous imposts 
to which it was subjected in the Kashmir State The development of 
an export trade to Europe whiJh began in the early years of the nine- 
teenth century was helpful in arresting the decline of the industry and 
IS supposed to have at one time provided employment for over 15,000 
workers The Franco German war of 1871, however, was responsible 
for an abrupt shrinkage of the European demand Nor was this 
sudden check temporary in character, for shawls rapidly went out of 
fashion in Europe and in spite of the close of the war no revival was 
experienced by the trade Another important factor which contributed 
to this result was the starting of shawl manufacture at Paisley in 
England 

Another woollen manufacture that is widely prevalent in the 
country is that of the coarse rough blanket (kambli), which is put to 
such a variety of uses by the humble folk in the villages and ' serves as 
bed, portmanteau, overcoat or umbrella' The production of blan- 
Tcets IS generally a by-occupation pursued by shepherds or agncultunsts 
who are mostly Hindus There is no export trade in these articles 
but the industry is nevertheless important because of the large number 
of people engaged in it It is immune from the competition of 
machine-made goods, which cannot stand the rough wear to which the 
kambh is subjected Having legard to the facility with which the 
raw materials can be obtained in every part of the country and the large- 
ness of the home market, blanket-weaving would appear to hold out 
great promise as a cottage industry and its possibilities should be syste- 
matically explored 

The woollen hand-loom industry has benefited much by the 

^ A certain amount of carpet weaving is also done in the Indian jails « 
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big army orders for blankets As the woollen mills are woiking to 
capacity to fulfil oiders placed thiough the United Kingdom, the hand- 
*loom inteiest in supplying the local market has palpably widened If 
the hand-loom worker is to participate also in the production of war 
supplies a mateiial extension and improvement will be required 
§44 Sericulture and silk manufactures*— Whatevei success sericulture 
has achieved m India has been confined to those parts of the country, 
like Bengal, Kashmir and Mysore, wheie the requisite conditions 
regal ding an adequate stock of mulberiy trees and ample labour 
supply are available 

Roughly, dming the first thiee quarters of the seventeenth centuiy 
the East India Company was primarily interested m the trade in raw 
silk Subsequently the Company realized that greater piofits were to 
be made by exporting Indian silk manufactures to England and they 
pursued this policy with sufficient vigour and success to alarm weavers 
in England Owing to the opposition of English weavers and for 
other reasons, the East India Company once moie reverted to the trade 
in raw silk The policy of favouring the production of raw silk and 
discouraging that of manufactures had an adverse influence on the 
indigenous weaving industry^ Its position was further worsened by 
causes similar to those accounting for the decline of the woollen 
manufactures of carpets and shawls, namely, a change in the nature 
of the European demand and the progress of silk-weavmg in Europe, 
which soon outstripped the Indian industry as legards technique To 
this list of causes must be added the emergence of Japan, China and the 
United States as competitors m the Euiopean markets , and as regards 
the local market, the demand foi the products of the hand-loom was _ 
diminishing among the educated and well-to do classes who as patrons 
have taken the place of the old nobility and the royal courts 

In short, both sericulture and silk-weaving have suffered in India 
m recent times India's exports of the raw material have not only 
decreased in volume but have changed in form Most of the silk 
exported at present is in the form of waste or cocoons The reeling 
is^ so badly done in India that foreign countries prefer to take 
the cocoons from this countiy and do the reeling themselves The 
same reason explains the mci easing populaiity of imported silk in 
India The Indian weavers themselves prefer the more evenly reeled 
Chinese or Japanese to the home-made product Efforts are being 
made, especially in Bengal, to improve the quality of the Indian silk 
The Agricultural Department in that province runs two sericultural 
schools Attempts are also being made in Assam and the Indian 
States of Kashmir and Mysore to encourage sericulture In 1935 the 

^ Th$ decline of the silk industry is indicated in a striking manner by figures 
for the export trade The vaiUe of the export of silk manufactures in 1886 was 
Rs m 1941-2 it amounted to only Rs 2,66,000 
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Government of India established the Imperial Sericultura] Committee, 
and grants amounting to Rs 93,000 as recommended by it were allot- ^ 
ted to various provinces to enable them to set up schemes for the benefit 
of sericulture in Bengal, Assam, Madras, Bihar and Oiissa and Buima ^ 
The schemes are designed to increase production of disease-free seeds 
and to help in investigating questions connected with silk-worm disease 
An annual grant of Rs 1,00,000 for five years fiom 1 April 1935 to 31 
March 1940 was made by the Government of India Imp or ts of arti-_ 
ficial silk yarn had been rapidly increasing in recent years The in- 
crease between 1922-3 and 1928-9 was from 225,000 lb to 7,700,000 lb 
'^The imports m 1937 ^ reached the record level of 31 6 million lb valu- 
ed at Rs 2,05 lakhs In 1938-9 imports amounted to 17 2 million lb 
valued at Rs 96 lakhs The figures for 1941-2 were 13 7 million lb 
valued at Rs 1,55 lakhs Japan until recently dominated all branches 
of the import trade, but in consequence of the depression in the artificial 
silk industry in that country and the difficulty of obtaining the raw 
material after the outbreak of the Smorjapanese war, Italy, before she 
entered the war in 1940, had displaced Japan from the foremost posi- 
tion Reduced prices and improved quality have contributed to the in- 
creasing popularity of rayon products Japanese imports were again 
on the increase befoie Japan joined the war As to silk-weaving, the 
indigenous industry has been steadily losing ground to manufactures 
from abroad for want of efficient organization, the hopelessly in- 
adequate resources of the average weaver and his antiquated methods 
of production The manufactuie of silk goods as a cottage industry 
enjoys certain exceptional advantages in the existing circumstances m 
India Large-scale production with modern mechanical appliances 
IS relatively more difficult than in the case of cotton manufactures 
and has hardly yet made a beginning m this country Besides, 
silk manufactures, being largely of the nature of luxuiy goods in India, , 
admit of a great diversity in ^workmanship ^ As regards imports of 
finished goods from abroad, the home industry is sheltered in a laige^ 
measure by the import duty on manufactured goods which is twice as | 
high as in the case of the raw material » » Lastly, there has been in recent j 
years the growth of a well-marked tendency on the part of Indians toj 
extend a patriotic preference to indigenous as against foreign goods \ 
Circumstances would thus seem to be peculiarly propitious at present 1 
for reviving the silk cottage industry 

It may be mentioned in this connexion that the Indian Tariff 
(^Textile Protection) Act, 1934, imposed protective duties on raw silk, 
iwlk yarn, piece goods and mixtures as well as on fabrics of artificial 
s'^ilk and mixtures , in addition the duty on artificial silk yarn, which 
competes with sijk yarn, was raised to 25 per cent ad valorem with 


* See India in 1954-5, ^ 25 
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an alternative minimum specific duty of $ annas per lb Recently 
(April 1940) the existing protective duties on silk and silk manufactures 
were extended for a further period of two years, although the Tariff 
Board (1938) had recommended a five-year piotection to the Indian 
silk industry and an all-round increase in the import duties The 
nse in the prices of silk and silk manufactures owing to war conditions 
and the position of unceitamty were adduced as reasons by the 
Government of India for departure from the recommendations of the 
Tariff Board 

>§45 Other cottage industries. — The present position of different 
cottage industries has already been indicated in the chapter ' Economic 
Transition in India*' (voi I, ch v), while the cottage branches of the 
oil milling, tanning, glass-making and match-making industries have 
been noticed in our treatment of these industries The position 
and prospects of subsidiary agricultural industries have also been dis- 
cussed under Agricultural Organization (vol I, ch viii) There are 
numerous other cottage industries such as embroidery work, furniture, 
metal and cutlery, gold and silver thread industries, pottery, soap-mak- 
ing, cap-making, doll- and statuette-making, bead manufacture, etc ^ 
§46 Methods of aid to cottage industries The ignorance and poverty 
of the small artisan make it necessary that a comprehensive scheme 
for assisting him must be elaborated and put into operation The first 
obvious step IS better general education which should makfc^some 
attempt to provide manual training and instruction in industrial crafts 
The Bombay Economic and Industrial Survey Committee recommend 
basic e ducation through the media of crafty should be intro- 
duced, particularly in rural areas ^ Over and above this, sufficient 
provision for the education of the artisan in special industrial 
schools, preferably controlled by the Director of Industries, is 
necessary In Bombay, the Department maintains six weaving schools 

for the benefit of the hand-loom weavers The Industrial Corn- 
's y, 

mission also recommended that, for the training of the more intel- 
ligent of the artisans, demonstration hand-loom factories assisted by the 
Government should be started, and a commercial section should be 
attached to the weaving schools, so that the more enterprising artisans 
so trained might be fitted to start small hand-loom factories on their 
own account The jaiB and^ reformatory schools make a speciality of 
' it^ching various industrial crafts to their inmates, such as carpentry, 
cane and bamboo work, etc with a view to enable the prisoners to set 

^ For an mteresting description of the various cottage industries m Madras see 
Report on the Survey of Cottage Industries in Madras Presidency y and for cottage 
industries in Bombay see Report of the Bombay Economic and Industrial Survey 
Committee (1940), pars 64-105 

* See A G Clow, The State and Industry ^ ch vi, Report of the Central Banking 
Inqmjy ComtHtUeCy par 300, and Report of the Bombay Economic and Industrial 
Survey CommitieBy pars 143-79 ^ * Refiorty par 234 
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Up as craftsmen aftei they are discharged Their career, however, 
after they are released is not systematically watched over k sufficiently 
long period and it is difficuit to say how far this effort at giving instruc- 
tion in handicrafts to the prisoners is helping the maintenance of 
cottage industries One of the handicaps from which the cottage 
industries often suffer is the difficulty of obtaining cheap raw material 
of good quality The necessity of improving the quality of indigenous 
cotton and silk, for example, is obvious from this point of view Another 
needful reform is the invention and introduction of more efficient 
tools and implements ' In Bihar and Orissa demonstrators have been 
appointed to conduct peripatetic demonstrations of improved appli- 
ances These demonstrations are based on the Cottage Industries 
Institute which carries out experiments in its various sections, arranges 
for the supply of looms, dyes, accessories, etc and introduces new cloths 
and new patterns among weavers Similar services for the silk industry 
are perfoimed by the Bhagalpur Silk Institute, while the experimental 
blanket factory at Gaya is attempting to do the same for the primitive 
blanket industry in the south of the Patna Division In the Central 
Provinces, the Department of Industries is carrying on a campaign to 
introduce improved slays among weavers Valuable assistance can 
also be granted by providing technical advice and facilities for 
/ technical training and by giving the artisans new patterns and 
/ designs to work upon so as to increase the sales The Bombay 
j Economic and Industrial Survey Committee recommend the establish- 
ment of a Provincial Cottage Industries Research Institute iinder 
the Deputy Director for Cottage Industries to study problems 
of interest to cottage industries The Institute will not only 
attempt to improve the tools and existing methods of manufacture^ 
but will also explore the possibilities of starting new cottage industries 
(par 213) 

By way of providing the handicraftsman with the requisite capital, 
the Industrial Commission si%gest that in'* some cases small loans 
should be given by the Director of Industries, or that tools and plants 
should be supplied on the hire-purchase system so that they become 
eventually the property of the artisans But the most promising 
solution of the problem is ^ afforded by co operative credit The 
principle of co-operation is of very fruitful application^ for the purpose 
of bettering the lot of the small artisan, whether by providing loam 
at a moderate rate of interest or helping him in the purchase of raw 
materials, tools and implements and in the sale of the finished article 
The Bombay Economic and Industrial Survey Committee recommend 
a special State-Aid organization for the purpose of financing the 
lequirements of cottage workers m case it is found difficult for co-opera- 

^ Se^ vol I, oh X, §§io arid 15 
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tive banks to supply the financial accommodation In the alternative 
the Government may place Rs 25 lakhs at the disposal of the cottage 
industries section of the Indus tiies Department ^ 

Another weakness of the present system is the absence of an effec- 
tive marketing organization The artisan fails to get the best price 
for his goods, being unable to advertise his wares properly The Arts 
and Crafts Emporium at Lucknow and similar ones at Lahore and 
Madras are intended to lemove this handicap to some extent but many 
moie such emporiums are required The toy industry of Germany 
and the cottage industries of Japan owe their success to the existence 
of the essential business organization which takes over the produce of 
the industries and disposes of it within the country as well as abroad 
At present the foreign maikets are neglected in India and even the 
home maiket is not properly nursed The Swadeshi Stores in Bombay 
form a good example of an active and successful agency for internal 
distribution of indigenous products and furnish a type worthy of imita 
tion The Department of Industries, Bombay, has recently opened 
a Sales Depot in Bombay for popularizing the products of cottage indus 
tries To the same end, the Bombay Economic and Industrial Survey 
Committee recommend the holdings of periodic exhibitions and 
creation of permanent museums 2 

The question of the marketing of the hand-loom products was 
considered at the sixth Industries Conference (1934) and promising 
schemes which are based on co operative effort have since been adopted 
by the Provincial Governments of Madras, Bombay, Bengal, the 
Central Provinces and Berar, the Punjab, Bihar and Orissa In 
Bombay, eight Co-operative Industrial District Associations have been 
formed at important centres Each Association* is to have a shop of 
Its own which will accept on consignment account against partial 
advances, and sell, on a commission basis, pioducts of hand-loom 
weavers A marketing officer and a textile designer have also been 
appointed ^ The Bombay Economic afid Industrial Survey Committee 
recommend that each district should have a District Industrial Associa- 
tion in charge of a District Industrial Officer assisted by a local 
Advisory Committee These Associations should be coordinated by 
a Divisional Association ^ 

One often hears complaints about the deterioration of artistic 
taste among the people of this country including the educated classes 
A wide advertisement of artistic indigenous products will not only 
benefit the handiciafts, but it will also assist the formation of a more 
discriminating taste among the people 

^ Report, par 217 2 par 208 

* For fLtrther particulars regarding the various marketing schemes see State Action 
tn Respect of Industries, pp 26-9, and Report of the Bhmhay Economic and 

IndmtrtaX Survey Committee, par 156 * Report, pars 2og and 212 
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Another way in which the Government might help is by extending 
their patronage to the cottage industries The Provincial Stores 
Purchase Department in the United Provinces, for instance, has 
apparently accepted this policy and buys goods whenever possible from 
local manufacturers The execution of a stores purchase policy with a 
cottage bias was also recommended by the Bombay Economic and 
Industrial Survey Committee^ 

Reference has already been made to the State Aid to Industries 
Acts passed by the various provinces and the more liberal interpretation 
given to the rules governing the grant of financial assistance to small 
industries in Bombay Substantial State help and initiative over a 
prolonged period are essential and in the beginning State management 
IS t^lso necessary to enable the cottage industries to overcomg 
their difficulties There is also need for a positive industrial policy 
and for industrial planning by the State with the assistance of an 
Economic Development Department ^ 

§47 Recent measures of State help to cottage industries, -The Gov- 
ernment of India have in recent years keenly interested themselves in 
the promotion of cottage industries in India, especially the cotton hand- 
loom industry and the sencultural industry The sixth Inter-Provincial 
Industries Conference held in July 1934 discussed schemes submitted 
by the various Provincial Governments for the development of the 
hand-loom industry, the premier cottage industry of the country 
The Government of India announced at the Conference that they 
had decided to spend about Rs 5 lakhs every year for five yeafis for 
the development of the hand-loom industry ^ The schemes in the 
several provinces thus financed are of a varied character They 
include the training of weavers in improved methods of production, 
the establishment of sale depots and weavers’ co-operative societies 
for marketing of hand-loom products, and the introduction of new 
patterns, new designs and improved appliances The grants to the 
provinces are allocated on the basis of proYincial expenditure and 
the consumption of yarn The seventh Industries Conference also 
decided in favour of holding exhibitions of hand-loom machinery 
and fabrics ^ We have already reviewed the measures adopted by the 
Government of India to encourage and protect the sencultural 
industry Early in 1936, the Government of India, while declining 
to accept the Tariff Board’s recommendation in favour o£ grant of 
protection to the woollen (mill) industry, announced their intention 
of asking the Assembly to sanction a grant of Rs 5,o<i,ooo, to be spread 
over five years, for the benefit of the cottage industry 

^ Report, par 214 ^ Report, pars 208 and 231 

® State Action tn Respect of Industries, 192^-35, p 20 

Proceedings of the seventh session of the Industries Conference held at Delhi, 
October 1935 * 
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The several Provincial Governments under the Congress Ministries 
set up m 19^7 devoted particular attention to the revival of cottage 
" industries The All-India Village Industries Association, established 
m 1935 under the auspices of the Indian National Congress, and the 
National Planning Committee, set up in 1939 by the Working Commit* 
tee of the Congress, also served to attract attention to the import* 
ance of cottage industries in any scheme of economic planning for the 
country 



CHAPTER III 


INDUSTRIAL LABOUR 

§1 Growing urgency of labour problems in India — Owing to the 
slowness of our industrialization, our labour problems are not so 
formidable as in the West But the time is not far distant when they 
will assume similar dimensions The war of 1914-18 led to a new 
mass awakening, and workmen are becoming more and moie conscious 
of their importance and rights The rise in prices during the last 
war and after, by gieatly increasing the cost of living, led to labour 
unrest and forced labour to organize itself in order to safeguard its 
interests The Indian labour movement may be said now to be 
linked up with the international labour movement, and India's labour 
representatives attended the International Labour Conference that 
used to be held annually before the present war India has been 
already recognized as one of the first eight countries of industrial 
importance by the League of Nations^ The national importance of 
ensuring an adequate supply of an efficient and contented labour force 
in industries is being understood more and more by the Government 
and the people This was attested by the appointment m May 1929 y- 
of a Royal Commission on Labour presided over by the late Rt Hon. 

J H Whitley* The recommendations of the Whitley Commission 
have been accepted as the foundation for the Government's labour 
policy and have powerfully influenced recent labour legislation^ 
/Another factor which exercised a decisive influence on the labour 
policy of the Government was thTac^enFoT^ngress ministries in a 
n umbe r of provinces in the middle of i937_^ We may in this connexion: 
invite attention to the press note which the Government of Bombay 
issued in August 1937 explaining their policy in respect of the 
industrial worker ' The aim of the Government is to try and adjust 
the social and economic mechanism in such a way as to assure to 
the worker the satisfaction of at least his minimum human needs, 
security of service, provision of alternative occupations in periods of 
unemployment and maintenance during periods of incapacity for 
work '2 The Bombay programme has been accepted as the basis of 
an all-India labour policy The Congress ministries had shown much 
activity in the sphere of labour legislation Their resignation m 
November 1939 necessarily brought about a slackening of this activity- 

^ The Whitley Commission’s Report, which was published in June 1931, is referred 
to throughout this chapter as L C J? The figures refer to pages of the Reports 
Thus LCRy ^^Lhhour Commisston Repott, p 4^ 

^ Labour Gazette^ Bombay, August 1937^ pp 891 and 922-4 ^ 
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At the same time the war has again brought the labour problem into 
prominence/ as the workeis, being now bettei organized than during 
the last wai, have in many industries successfully demanded ‘dearness 
allowances ' and other concessions (see §35 below) 

§2 Supply of industrial labour and its migratory character -The 
factory labourers in India do not constitute a wage earning class exactly 
corresponding to the factory labourers in the Western countries In 
those countries the labourers form a peimanent class of industrial 
workers completely divorced from the land Most of them have 
been brought up in the towns and some have abandoned the country 
permanently foi the towns The superiority of the industrial worker 
in the West is tc^ no small extent due to his early upbringing m 
a factory aiea ^^he I ndian factoQ ^ opeiative on the other hand is 
generally a migrant and he larely severs hi^connexion with his 
village ^ Tt IS not true that the typiHTTndian factory worker is 
essentially an agriculturist who has only temporal ily forsaken his 
agricultural work in order to add to his income by a brief spell of 
industrial work m the city v^The conception of the short-term recruit 
from agriculture is kept alive by the fact that a number of new recruits 
revert quickly to the village and the fact that the average worker jfces 
nptjremain^in on e^fact ory foi any length of time TKe great majority 
of Indian workers in mdustiial centres aie, however, at heart villagers 
with a village upbringing and village tiaditions, and most of them 
intend to get back— and succeed in getting back— to their villages 
Agriculture supplies the bulk of the recently established industrial 
population though some of it is drawn from the different village crafts 
also The proportion of factory workers deriving some pecuniary 
' benefit from agriculture is not $0 large as commonly supposed Many 
of them have only an indirect interest in agriculture VFor example, 
they may be members of a joint family having an agricultural holding 
or may have close relations actively engaged an agriculture HVfost 
industrial workers are born m villages ^and spend their childhood m 
villages— a tendency strengthened by the raising of the minimum age 
for mdustiial employment Many workers leave their families behind 
them in their village and even when the wife accompanies the husband 
to the city she is generally sent back to the village for confinement 
The numbers of workers supplied from the rural areas are increasing 
with the steady expansion of Indian industry The labourer visits 
his village as often as financial circumstances permit When he 
returns to the village, however, it is not necessarily in order that he 
may assist in the agricultural operations He may prefer to remain 

^ For instance, 84 per cent of the inhabitants of Bombay were returned by the 
census of 1921 as having been born outside the city The peicentage declined to 
7^^ 4 m 1931, but there is some doubt as to whether the returns were accurate in, 
this respect ' 
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unoccupied and enjoy a holiday as long as he can Whilst in the 
city he maintains contact with the village m so far as he has to send 
remittances to his family or relations or his sahukar (LC R , ii'*i4) 
The c auses of the mijBpratio n of l abour from the villages to the 
towns may be briefly examined The growing class of landless rural\^ 
labourers are the first to feel the pinch of agricultural distiess, and 
improved means of communication enable them to leave the villages 
in search of work and higher wages in the factories, workshops, 
dockyards, mines, plantations and the great public works like railways 
and irrigation In some provinces, for example the United Provinces, 
Bihar, Orissa, and certain districts like Ratnagiii m Bombay, the 
density of the population and the pressure on land are so great and 
the evil of jmecgnomic holdings has assumed such serious pro 
portions that the petty landholders are under the necessity of 
migrating every year to the towns in order to eke out a livelihood 
vThe joint-family system also facilitates such migration, as some 
members of the family can leave the village without having to break 
up their home or give up their land, as these can be left in the charge 
of other members who remain behind VSometimes the agriculturist'^ 3 
may seek employment in the towns to evade the village money-lender 
or to earn enough for buying cattle or more land VSometimes again 
the village menials and drudges belonging to the depressed class es 
migrate to towns in the hope of b^tenng their prospects Distress 
and not ambition being the chief spur, we may hazard the statement 
that those who migrate to the cities are more often than not the 
least competent and the most helpless of the village population 
As the Labour Commission observe ‘ the driving force m migration 
comes almost entirely from one end of the channel, that is, the 
village end The industrial worker is not prompted by the lure 
of city life or by any great ambition The city, as such, has no 
attraction for him and, when he leaves the village, he has seldom an 
ambition beyond that of securing the necessities of life Few 
industrial workers would remain m industry if they could secure 
sufficient food and clothing in the village , they are pushed, not 
pulled, to the city ' (L C i? , 4) 

f 3 Effects of migration — As a result of migration many ^sections 
of factory workers find themselves in an entirely unfamiliar en- 
vironment of customs and traditions, and even the language may 
be different The force of old customs and sanctions is weakened j 
^ The ties which give village life its corporate and organic character ‘ 
are loosened, new ties are not easily formed, and life tends to become | 
more individual ' vf’he health of the worker may be subjected to ^ 
a severe strain owing to radical difference of climate, a defective , 
dietary, excessive. congestion and lack of sanitation, or the tempta- 
tions of enforced sepai;ation from his family* The worker is further 
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demoralized by certain evils, comparatively unknown in the villages,, 
such as drunkenness and gambling As regards conditions of work, 
the worker finds himself subjected to unaccustomed strain of body 
and mind owing to disciplined hours of continuous toil instead of 
tlie spasmodic work with long mteivais of rest to which he has been 
used These hardships are more than many new lecruits can heai 
and compel them to return to then villages As the labourer desires 
ultimately to return to his village home, he is unable to develop a 
permanent interest m his employment in the city and this is probab* 
ly one of the reasons which prevents him from acquiring a high 
standard of technical efficiency His frequent absence from work 
owing to his repeated visits to his village or to other causes makes 
It difficult to establish contact between employers and employees and 
militates against ^any form of effective organization among the work- 
ers themselves ^^The worker who returns after a period of absence 
has no guarantee of re-employment after his return, and difficulties 
of reinstatement often place him at the mercy of the money-lender, 
the jobber or the labour supplier, the foreman and the liquor seller ^ 
The contact with the village, howevei, is not without its advant- 
ages, In so far as the industrial worJ:ers have been brought up in 
healthier surroundings they bring with them a better foundation 
of physical health than could be built up m the cities The perio- 
dical migrations to the village are also a gieat help in recuperating 
mental and physical energy v The home m the village is a con- 
venient shelter to the labourer and his family in case of unemploy- 
ment, sickness, etc The village provides some kind of insurance 
against unemployment in the towns just as the towns help in easing 
the economic pressure in the villages The combination of urban 
and rural life is beneficial to the town as well ^as to the village It 
serves to diffuse m the countryside a wider knowledge of the outside 
world and helps the villager to liberate himself from the fetters of 
custom and prejudice asr it enables th^ townsman to obtain a valu- 
able insight into the realities of Indian life In these circumstances 
the Labour Commission give it as their considered opinion that 
at the present stage the link with the village must be regarded as a 
distinct asset and that the aim should be not to undermine it but 
rather to encourage and regularize it ^ 

§4 Scarcity of industrial labour, — We have ^ready referred to the 
alleged scarcity and dearness of labour^ '^he true explanation 
of any scarcity that may be felt must be sought m the appalling 
housing conditions in towns like Bombay, low wages and high 
cost of living, the absence of a suitable labour-recruiting organiza- 

^ See B Hurst, Labour an 4 Housmg tn Bombay j Foreword by Sir Stanley 
Reed, pp v, vi 

® See L C B , 17-20 


* See voi I, ch m, §27 
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tion All these causes have from time to time been reinforced by 
the heavy mortakty caused by famines, and epidemics like plague 
and influenza ^The migratory character of the industrial labour 
further emphasizes the feeling of labour scarcity Skilled labour 
IS particularly difficult to get and this is of course due to the very 
meagre facilities that exist for tiammg iaboui for modem industry 
The scarcity of men of the mtstry or foreman class, possessing the 
requisite technical and business experience, has also been ascribed to 
* the average educated Indian's aversion to all forms of manual work ’ 
According to the Labour Commission, while organized industry 
in India has throughout the greater part of its history sufEered from 
a shortage of labour, the position has tended to become easier, rough- 
ly since 1935 Communications have improved steadily so that 
labour can now be drawn from a wider area than before Conditions 
of life in cities and the factories, although far from ideal, are general 
ly improving Owing to the spread of knowledge the village popu 
lation IS showing greater readiness to migrate while the pressuie 
on land is showing no signs of abating {LG R , % 1-2) 

§5 Methods of recruitment — In this connexion a word may be 
•said regarding the methods of recruitment The mill management 
does not directly recruit the requued labour Personal recruiting 
by contractors going round the countryside may be necessary in excep 
tional cases* as in the Assam tea gardens, but it is no longer generally 
so Still the foreman or jobber is usually the man through whom 
.the labour is secured and who continues to act as an intermediary 
between employer and employee The heads of departments being 
often Europeans, the jobber is an indispensable link between them 
and the workers His importance is also largely due to the aloofness 
of employers from trade union organizations Some of his functions 
are like those of trade union officials in the West and occasionally he 
acts as a strike leader ^ The jobber manages to make himself indis- 
pensable to the workmen in a variety of ways He lends them money, 
advises them in family affairs and arbitrates in disputes Since all 
labour is recruited through him, the newcomer generally finds that 
the only way of getting employment, temporary or permanent, is to 
bribe him “Extensive bribery known as dastun (unacknowledged 
commission) prevails in the jute mills of Calcutta, and petty exactions 
may swell the monthly income of the sirdar to four or five times his 
wages Even the pay-clerks ‘ are known to reap harvests of this kind 
^ Women workers also share with men the burden imposed by the over- 
seers, but are particularly liable to be oppressed, especially if they 
happen to be widows' 2 In the Bombay cotton mills, xt is usual to 

^ The jobber is .known m different parts of India by different names, such 
as sirdar t mukaddatn ior mistry * 

^ J H Kelman, Labour tn India ^ pp 108-9 ^ ^ 
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have women oveiseeis, known as naiktns 01 foiewomen, in the depart- 
ments where women work, such as the winding and reeling depart- 
ments They aie as a class considered to be persons of low morals and 
often abuse their powei over the young gills and women workers under 
them 

The general prevalence of the system of jobbers has been recog- 
nized to be a great evil The only remedy is stiicter supei vision by 
the mill officers and diiect control over lecruitment, appointments and 
dismissals Where the jobber is in the habit of exacting a bribe on 
all flesh engagements he is interested in seeing to it that such engage- 
ments are as numeious as possible and encouraging the movements of 
the operative fiom factory to factory There is thus a close connexion 
between bribeiy and turnover Jobbers should be excluded irom the 
engagement or dismissal of labour In pursuance of the Labour 
Commission's recommendation several laige organizations such as 
E D Sassoon & Co and the Burmah-Shell Company have appointed 
special Labour Welfare Officers to recruit labourers and look after their 
welfare, and it is understood that the system, wherever introduced, 
has been an unqualihed success T^Jb-e Cawnpore Labour Enquiry 
Committee urge the complete dissociation of mistris (jobbers) from 
recruitment of labour and recommend the establishment of a Labour 
Exchange undei Government contiol, which would provide employ- 
ment to applicants on demand from factories ^ It would be desirable 
to introduce a system of regular leave, and holiday allowances should 
be introduced as this would tend to dimmish the power of the jobber 
and create a contented and efficient labour f 01 ce ^ 

The question of holidays with pay for industrial workers in India 
was one of the items discussed at the first Conference of the Labour 
Ministers held in January 1940 Central legislation on the subject was 
favoured by the Conference 

The Congiess mmiscry of Eombayrdiad under their consideration 
the feasibility of legislation for leave with pay duiing periods of sick- 
ness The Cawnpore Labour Enquiry Committee are also in favour 
of fifteen days' leave with full pay and in addition 15 days' sick leave 
with half pay for workers with not less than two years' continuous 
service to their credit ^ 

§6 Periods of wage payments -—In most Bombay mills wages are 
paid once a month, usually^ on the fifteenth of the month next 
following the one for which wages are earned, so that a new recruit 
has to wait for six weeks before he can get his wages This is a source 
of much hardship and accounts for a large part of the indebtedness, 
of the factory population In fact, indebtedness is as much a feature 

^ Report, pars 169-40 ^ LCR , 23-7 , 

f “ Report, par 161 * Until recently 
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of town life as of village life The miliowner on his part pleads that 
holding wages in arrears is the only method of preventing his labour 
force from deseiting him without notice The system of monthly pay- 
ments necessitates at least one month’s notice from a workman desiring 
to leave Many new workmen, ignorant of this, leave without notice 
and thus forfeit a month’s pay Generally speaking the longer the 
wage period, the more delayed is the payment of wages In the Cal- 
cutta jute mills, weekly wages are paid and only a week’s wages are 
held back In Ahmedabad, wages are paid by the hapta^ or intervals 
of fourteen to sixteen days 

Local Governments were asked in Septembei i^4j:o collect infor- 
mation on the periods of wage payments and this revealed the most 
striking absence of uniformity as to the method adopted from industry 
to industry and place to place Even within the same establishment 
different systems may be found ^ The Payment of Wages Act which 
was passed in Apiil 1936, and came into force m Maich iQHl, piovides 
(1) that no wage period shall exceed one month,® (11) that all wages 
must be paid in coin and | or currency notes, and (111) that the wages 
of any person employed upon or in any railway, factory or industrial 
establishment employing more than 1,000 persons shall be paid before 
the expiry of the seventh day, and (b) in any other railway, factory or 
industrial establishment, shall be paid before the expiry of the tenth 
day, after the last day of the wage period in respect of which the wages 
are payable 

§7 Deductions from wages — The Payment of Wages Act also seeks 
to regularize and restrict deductions from wages 

Deductions from the wages of an employed person may be of the 
following kinds only, namely, fines , deductions for absence from duty , 
deductions for damages to or loss of goods expressly entrusted to the 
employed person for custody, or for loss of money for which he is requir- 
ed to account, where such damage 01 loss is diieclly attributable to his 
neglect 01 default , deductions 'for house-accobimodation piovided by 
the employer , deductions of subscriptions to, and for repayment 
of, advances from any provident fund, etc 

Fines — ¥mes can only be imposed on any employed person foi 
certain specified acts and omissions on his part notified in the prescrib- 
ed manner on the premises in which the employment is carried on 
The total amount of fine which may be imposed in any one wage period 
shall not exceed an amount equal to half an anna in the rupee of the 

^ The information has been published in Pinods of Wage Payment [Bulletins 
of Indian Industries and Labour, No 34 (19215)1 

^ Amendments to the Payment of Wages Bill moved by Laboui members ‘•o 
reduce the wage period to a 'week or foitmght wcie defeated, owing mainly to the 
opposition of the monthly-paid workmen, who aigued that if rents and bills were 
to be settled monthly* they would be in difficulties if ^ they had frittered awav their 
weekly or fortnightly eainings — Indian year Book, 19378, p 510 
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So 

^ages payable to him No fine shall be imposed on any employed 
person who is under the age of fifteen years 

While, as a result of this Act, the practice of fining has almost 
stopped, employers have found ways of circumventing the Act, e g by 
compelling workers to go on leave without pay and by introducing 
differential rates of wages, etc 

§8 Hours of work and the loitering habit — One of the grievances of 
the employers of labour in India has always been that the Indian mill- 
hand is incapable of steady and continuous work He is given to loiter- 
ing and loafing away his time under various pretexts Men are often 
found to be absent from their machines, and spare hands have to be 
employed to attend to the machines of the idlers The Indian Factory 
Commission (igo8) declared that, * while the Indian factory worker 
may work hard for a comparatively short period, his natural inclina- 
tion is to spread the work he has to do over a long period of time, work- 
ing in a leisurely manner throughout and taking intervals of rest when- 
ever he feels disinclined for further exertion ' The excessively long 
hours of Work-twelve to fourteen hours— which prevailed, especially 
before the passing of the Factory Acts of 1911 and 1922, aie held to be 
the chief cause of loitering Dr T PI Nair in his Minute of Dissent 
to the Report of the Factory Commission calls it ‘ a manifestation of 
the adaptive capacity, which all human beings possess more or less, a 
device to reduce the intensity of labour as a safeguard to his physical 
well being * Climatic conditions, feeble physique and the agricultural 
interests of the labourer are also suggested as other causes With the 
reduction in the hours of work, improved sanitary conditions, ventila - 
tibiTih factorie s^ anTh etter supe rvision through the instit u tion of the 
p ass sy stem, the loitering habit will be largely checked, and efficiency of 
labour enhanced There is, for example, less loitering in the Calcutta 
]ute mills, where labomers work in shifts for shorter hours, and m the 
engineering shops, where also the working day does not exceed eight 
hours * ® 

59 Trying conditions of work in the mills — In the interests of the 
health and efficiency of the operatives, special attention is necessaiy 
to such matters as ventilation, the regulation of humidification m 
factories, arrangements for meals, bathing and latrine accommodation, 
-etc Conditions in all these respects are gradually getting better, 
but there is still ample scope for improvement The problem of 
wentilation is one of light and free air in motion and presents special 
difficulties in cotton mills, which in large cities like Bombay are built 
in blocks of several storeys, where roof light is not possible except on 
the top floor * Experiments that have been made show a fall m effici- 
ency during the hot weather in an ill-ventilated weaving shed as reach- 
ing twenty per cent ’ Humidification presents another difficult prob- 
lem, India does not possess the advantage x>i the naturally humid 
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climate which is required for the spinning and weaving of cotton To 
avoid breakage of thread and loss of material, artificial humidification 
of factories is therefore necessary Such humidification, especially 
when effected by letting in steam and the use of impure water, is in- 
jurious to the health of the operatives The Government of India 
appointed an expert adviser on humidification to ensure the adoption 
of the best possible methods 

In most mills and factoiies in India, theie are no proper arrange- 
ments for the meals of the operatives A veiy small number of nulls, 
such as the Buckingham and Carnatic Mills in Madras, have supplied 
dining sheds for the different caste people employed by them There 
IS an urgent need for suitable canteens which can be patronized by 
workers of both sexes Supply of pure dunking water, arrangements 
for bathing, so essential in a hot country, and sanitary latrine accom- 
modation, are further points in regard to the conditions in factories 
to which the employers of labour have not yet leaint to attach sufficient 
importance as increasing the comfort of the woiker and improving his 
efficiency 

§10 Absenteeism in Indian factories — The laige percentage of ab- 
senteeism among the operatives in India makes smooth working of the 
factory extraordinarily difficult The millowners assert that there is 
an increase in absenteeism after increase of wages or payment of wages 
and bonus, and that the worker is satisfied when he has earned enough 
to keep body and soul together The percentage of absenteeism (which 
in the case of Bombay varies on an average from eight to twelve per 
cent) shows seasonal variations, reaching its maximum in the monsoon 
months and the festival and marriage seasons, being thus highest fiom 
March to June and lowest in December and January In Calcutta 
there is a large annual exodus in the hot season because the jute 
industiy season is slack after winter and because the climate in the 
early pai fc of summer is particularly trying 

Absenteeism on this scale necessitates the maintenance of an ex- 
cessively large muster roll and leads to the employment of inferior sub- 
stitutes casually recruited, and therefore to inferior woik It is, how- 
evei, not easy to suggest remedies Attendance allowances have been 
tried with some success The Textile Tariff Board suggests the forma- 
tion of labour reserves which would make a casual hadhwala unneces- 
sary and also facilitate the grant of leave (Report par 6o) 

The rapid turnover of labour in facloues is another drawback, 
and IS closely connected with absenteeism^ The personnel of the 

^ Di<5Satisfaction with houi s of work oi wages leads to ch ing( s fi om one null co 
another and the absence of standardization of wages mtenstfics the motive to change 
(R K Das, Factory Labour tn India, pp 44 5) The activities of the jobbei going 
from mill to mill m search of labour aie also held to be^^artly responsible for the cmI, 
'which Government f’mplo3''ment bureaus: may mitigate to some extent ^ 
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woikers in mills in industrial centres like Bombay, Madras and Nagpui 
may change almost completely in about a year and a half on an average 
There is thus a needless inaease in the costs of production and the 
efiiciency of the woikers suffers 

§11 Efficiency of mdustKial labour — The position as regards the 
alleged inefficiency of Indian labour needs to be clearly stated Indian 
labour is generally regarded as much less efficient than European 
labour If by this we mean that the European labourer is capable of 
turning out much more work than the Indian labourer in a given time. 
It will not be possible to contradict such a statement In his evidence 
before the Industrial Commission, Sir Alexander McRobert stated that 
the English worker was 3 5 or even four times as efficient as the Indian 
Sir Clement Simpson calculated that 2 67 hands m an Indian cotton- 
spinning and weaving mill are equal to one hand in a Lancashire 
mill Dr Gilbert Slater, however, points out that, in this calculation, 
the inferiority of the Indian worker is overstated The difference in 
the number of weavers employed to attend one loom 111 
India and England does not by itself provide an accurate 
measure of the difference in efficiency between Indian and English 
labour In India, a largei number of workmen aie employed because 
the value of the additional output is greater than the increase in the 
wage bill In England, wages being much higher, economy in the 
number of workmen employed is imperative Dr Slater, however, 
admi.ts that though the inferiority of Indian labour is generally 
exaggerated, it is real enough, and indeed, it need cause no surprise 
if we remember the much superior physique, greater intelligence, 
amenability to discipline and capacity for steady continuous toil of 
the English labourer It is, however, necessary to accept with caution 
pseudo-mathematical statements such as those alluded to above The 
smaller outturn in an Indian mill cannot be wholly put down to the 
inferiority of the Indian operative, for his lower productivity may part- 
ly be the result of relatively inefficient management Moreover, owing 
to the inferior quality of the cotton, there is continuous breakage in 
thread and more men have thus to be employed It is also complained 
that, unlike the Lancashire millowners, the millowners in India do 
not use the most up-to-date labour-saving devices and machinery One 
reason for this is that all machinery has to be imported from abroad, 
which makes it much more expensive than in England, and as wages 
are lower in India, this often determines the balance m favour of 
employing more hands rather than investing in the most up-to-date 
machinery and the latest labour-saving appliances 

The Industrial Commission thought that Indian labour does not 
""produce as cheaply as Western labour in spite of its lower wages Dr 
Nair argued in 1908 tlia*^ ‘ if one Lancashire operative is equal to 2 67 
Madr^ operatives, then, since the average monthly wage of a Lanca- 
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shire operative is about Rs 6o (£4), while that of a Madras operative 
IS only Rs 15 (£1), it is clear that for the same money the Indian mill- 
ownei gets nearly double the work that an English millowner does ' ^ 
The case £01 better wages is cleaily weakened by such tactless defence 
of Indian labour But apart from any tactical considerations, we 
think that, broadly speaking, at the present time, the principle of the 
economy of high wages will be found to apply to Indian labour, so 
that increased wages are likely to result in a more than pioportionate 
increase of efficiency and that, however we conceive the matter, the 
present position is that Western labour is definitely more efficient than 
Indian labour ^ 

§12 Causes of the inefficiency of Indian labour — Some of the causes 
of inefficiency are permanent while others are temporary 01 remediable 
To the former class belong the climatic conditions in India which 
are generally adverse to high labour efficiency Thinking of the cotton 
industry we may note that Lancashire possesses a great advantage in 
Its cold and invigorating climate, denied to most parts of India where 
the industry is located Again, the artificial humidification which is 
necessary in India is at best a poor substitute for the naturally moist 
climate of Lancashire and is liable’ to inflict serious injury on the health 
of the operatives unless it is properly regulated The causes susceptible 
to remedy, such as the unsatisfactory conditions as regards ventilation 
and sanitation, etc , have already been referred to Further, it may be 
urged that the hours of work are still much too long, especially, for 
a tropical country, and there is probably much truth in the suggestion 
that the slackness and listiessness of the Indian worker aie a kind of 
^otective device which he unconsciously adopts to prevent the 
^/constitutional breakdown which strenuous labour for the long hours 
of work would otherwise inevitably bring about 

It IS undoubtedly a fact that the physique of the average Indian 
worker is inferioi to that of ^ average English worker This is due 
especially to two causes, (i)^he* ravages of disease, and (11)*^ poor 
dietary While, as we have seen, the rural areas are by no means 
free from the ravages of major diseases like malaria, plague, cholera, 
influenza, kala-azar, hook-worm, etc their incidence is especially heavy 
in congested industrial areas The terrible slums wheie the labourers 
have to reside are first-rate bleeders of pestilence and provide almost 
ideal conditions for its rapid spread 

^ P P Pillai, Economic Conditions in India^ p 224 

* Mr (now Sir) H P Mody, Chairman of the Bombay Millowners* Associa- 
tion, in his oral evidence before the Labour Commission, gave the following figures 
relating to comparative labour efficiency ‘In Japan a weaver minds six looms and! 
efficiency there is 95 per cent In China a weaver minds four looms and efficiency 
IS 80 per cent In Bombay a weaver minds two looms and efficiency is 80 per cent 
Calculated on the basis of Japan and China a weavei in ^mbay is paid between aoo 
ar\A *ic\r\ fAnf- mrvfp tVifln jn WA.nvAr in Tanari or China * 
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An organization ioi the improvement of public health, which 
would include the supply of pure watei, unadulterated food, and a 
proper drainage system, is absolutely neccssaiy along with better 
medical facilities and a system of insurance against sickness of industiial 
workers 

As legal ds the effects of a poor dietaiy, this is a question which 
concerns the whole Indian population and will be discussed in 
Chaptei IV 

§18 Conditions of housing — The unbelievable overcrowding and ap- 
palling conditions of sanitation m most of oui mdustiul towns have 
much to answer for m lespect of the instability of laboui in the towns 
and its low efficiency In some of the industrial areas in India where 
factoiies have been established at some distance from the towns, the 
problem of housing and sanitation is comparatively simple , The 
labourers are often housed m the neighbouring villages oi in dwellings 
that take the form of single storey ‘ lines ' erected by the employei, who 
can acquire the necessaiy land without much difficulty dht second 
^tage of development and congestion is typified by such cities as 
Madias, Cawnpore, Nagpur, Ahmedabad, and in a very laige piopor- 
lion of Indus tiial areas round Calcutta In these aieas land is fai 
cheapei than in Bombay and Calcutta piopei, and accommodation 
usually consists of single-storey huts in gioups known as hasti^^ elected 
by persons other than the owners of mills and i anted to mill-hands on 
fairly reasonable terms In some cases, as at Cawnpoie, Calcutta 
and Ahmedabad, the more enlightened factory owners have found it 
advisable to supply housing accommodation to the employees in the 
hope of commanding the pick of the labour market, especially in the 
case of such fluid labour force as that on which the textile factoiies 
rely^ The condition of housing in Ahmedabad appeals to be worse 
than in any othei industrial centie in India However, the Municipa- 
lity has undertaken to construct model dwellings foi workeis and 
the question is also being tackled on co operative lines In practically 
every industrial centre the evil of overcrowding has been allowed to 
grow, no control having been exercised ovei the selection of sitts foi 
industrial development 

This has naturally led to a shocking state of affairs ‘ The majority 
of the working classes are housed m chaw Is or tenements which consist 
usually of single rooms, sometimes of double rooms or gallas, but 
never of more than two rooms These chawls have for then object the 
housing— one is almost tempted to use the expression “warehousing*' 

^ Workmen are generally somewhat reluctant to avaxl themselves of housing 
facilities provided by employers as this directly oi indirectly involves a restraint on 
then liberty For example, they are liable to be penalized, in case of strike oi 
lock-out, by being turned out summarily They may also^bc spied upon for acti- 
Tities which the employers ‘hiay regard as unwholesome (See B Shiva Rao, The 
Jntu'iUtal Workei m Indta^ 105) i 
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—of laige numbers of the labouring classes in as cheap a mannei as 
possible 

The vast majority of the woiking class families in Bombay (moie 
than 70 per cent) live in single rooms The average number of persons 
per room in the case of working class quarters is 4 03 These figmes 
stand in striking contrast to those of London, where only 6 per cent of 
the total population live in one-room tenements with an average of 1 92 
persons per 100m The practice of sub letting is common among indus- 
trial workeis in Bombay, which causes furthei overcrowding Although 
the chawl is a special abomination of Bombay, the evil of congestion 
and overciowdmg is by no means unparalleled m other centres The 
overcrowding m ceitain parts of Howrah, for instance, is probably 
unequalled m any other industiial centre m India Even smaller 
industrial towns aie showing the same tendency 
U 4 The adverse effects of bad housing and sanitation — ‘ Good 
houses mean the possibility of home life, happiness and health , bad 
houses spell squaloi, dunk, diseases, immorality, crime, and m the 
end demand hospitals, prisons and asylirms in which we seek to hide 
away the human deielicts of society that are largely the results of 
society's own neglect ' Insufficier^ and bad housing is also one of the 
factors responsible foi industrial unrest All these evils are piesent 
in varying degiees in Bombay One of the greatest evils is the heavy 
infant moitality in the Bombay slum areas The rate of mortality 
vanes inversely with the number of rooms in the dwelling-place Eor 
instance, in 1936, the percentage of deaths of infants m one-rooihed 
tenements was 783^ The highest rate 1 cached in the worst localities is 
298 per 1,000 registered biiths as against the average rate of 200 to 250 
for the general population ^ Lastly, the appalling conditions of chawl 
life and the absence of privacy have also a deteirent effect on those 
who wish to bring their families with them to the towns and have 
thus a veiy unsettling effect on the stability and efficiency of 
labour • 

§15 Attempts at improved housing — In Bombay, while water-supply,, 
sanitation and drainage were improved, no heed was given for a long 
time to the removal of congestion and the destruction of the slums^ 
so that the position became worse and worse every year The heavy 
mortality and the great exodus from Bombay that followed in the wake 
of the great plague of 1896 and the consequent paralysis of trade and 
industry brought matters to ahead, and the Bombay Impiovement 
Trust was established in 1898 to make new streets, open out crowded 
areas, leclaim land from the sea, providing room for expansion, and 
construct sanitary dwellings for the poor The limited powers and 

^ Huist op cit , p 20 Seo also Industnal Commi^^ion Report^ pai 241 

Repori oj the Rent* Enquiry Commiitte (Bombay), 1939, pai 26 

’ L C R , 271 
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funds of the Tiust and want of proper co operation between the Tiust 
and the Corporation, and its me\itable unpopularity brought on by 
compulsory acquisition of private property and demolition of build- 
ings, prevented rapid progress and led to the adoption of the policy of 
* slum patching ' Nevertheless the Trust did some highly useful 
work 

The Municipality also had by 1920 piovided 2,900 tenements 
for Its staff and had sanctioned the constiuction of another 2,200 
The Poi t Trust had provided quarters for nearly 5,000 of its employees 
In the meantime, the population of the city was increasing rapidly 
and the millowneis did little m the mattei of housing their 
operatives By way of preventing further congestion and securing 
better housing, the Industrial Commission recommended refusal of 
permission, with a few exceptions, to establish fresh industrial 
concerns the setting up of a special area £01 industrial development , 
the removal of the existing lailway woikshops to a reasonable distance 
from the city , supply of housing accommodation to their employees 
by railways, Government Departments and public bodies , improved 
communications with the object of creating industrial subuibs , a 
definite standard of accommodatioA for industrial dwellings located 
m the city , and a programme of construction worked out and taken up 
by Local Authorities At the end of the last war, a bold and compie- 
hensive scheme of a Development Directoiate to deal with the problem 
was drawn up by the Bombay Government The funds were derived 
from the proceeds of a development loan of Rs 9 aoies and a ‘ town 
duty ’ of one rupee per bale of cotton on all cotton eptering Bombay 
However, a large number of the tenements built, especially the chawls 
at Work, remained unoccupied £01 more than ten years Their in- 
ability to attract the workers has been attributed to difficulties of access, 
absence of bazaar facilities, cement construction (which makes the 
rooms uncomfortably warm in hot weather and uncomfortably cold 
in cold weather), high level of rents, lack of lighting and lack of police 
protection Some attempts have been made to correct these defects 
The Municipality and the Port Trust aie also carrying out their pro 
gramme of development, and^ the Port Trust had constructed a new 
cotton depot at Sewn , 

So Jar asjihe millowners are concernexi, some^miljs^ like the Jacob 
Sassoon Mill, have provided housing accommodation to their operatives 
The difficulty of procuring land on moderate terms in the vicinity of 
the factories, the absence of any guarantee that the operatives housed 
by a mill will not accept work in other mills, and the reluctance of the 
operatives themselves to take advantage of such arrangements, have 

^ This siiggestion has been accepted and no new mills jfie allowed to be erected 
in the town of Bombay proper *• 
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made pi ogress inevitably slow The operatives fear loss of liberty of 
action and piobable ejectment in case of strike, and resent sanitary 
rules and discipline, the value of which they do not understand 
More favourable conditions in these respects exist at Cawnpore, 
Nagpur, Ahmedabad and Madras, where the millowners have taken 
greater interest in the housing of their operatives, with considerable 
advantage to both parties Special mention may be made of the mag- 
nificent scheme of industrial housing launched by the Empress Mills 
at Nagpur managed by Messrs Tata Sons Ltd, and the housing scheme 
at Jamshedpur for the staff and employees of the Tata Iron and Steel 
Company Ltd 

The Labour Commission made a variety of suggestions They 
recommended that (1) the Land Acquisition Act should be amended 
so as to enable owners of industrial concerns to acquire land for the 
erection of workers’ dwellings (Accordingly, on the initiative of the 
Government of India, the Act was amended in 1933) , (n) Provincial 
Governments should make a survey of urban and industrial areas to 
ascertain their needs with regard to housing and arrange for mutual 
consultations for devising practical plans of cooperation among all 
interested parties , (111) the G(^vernment should lay down minimum 
standards m regard to cubic space, ventilation, lighting, water-supply, 
drainage, etc , (iv) suitable town-planning Acts should be passed 
wherever necessary , (v) the provision of working-class housing should 
be a statutory obligation on every Improvement Trust, (vi) co- 
operative building societies should be encouraged , (vii) municij^ahties 
should revise, bring up to date and enforce rigorously by-laws dealing 
with health, housing and sanitation (L C i? , ch xv) ^ 

The Cawnpore Labour Enquiry Committee in their Report (pais 
aii-12) recommend that the Provincial Government should float a 
loan of Rs 50 lahks and place a sum of Rs 10 lakhs every year for 
five years at the disposal of the Improvement Trust for constructing 
about 13,000 houses for workmen The Rent Enquiry Committee 
appointed by the Government of Bombay in 1938 has made a number 
of useful recommendations regarding industrial housing, including 
a ten-year housing programme for the supply of cheap and small 
tenements, for which the need is the largest, through the agency of the 
municipality, assisted by the State The Committee also recommend 
that employers of 10,000 persons and more should be required to 
bear the responsibility of housing at least 25 per cent of their employees ^ 
The problem of industrial housing bristles with difficulties connected 
with finance, management, design, etc , not the least of which arises 
from the total indifference of the workers themselves to the necessity 

^ One of the obstacles to housing reform through the agency of municipalities is 
that they are too often dominated by slum-owners 

•' Report of the Rent J^nqmry Committee (Bombay 1939, pars 85-7) 
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o£ clean and sanitary housing Pioper education of the workmen 
in elementary hygiene, and as fax as possible the approximation ot 
industrial dwellings to conditions obtaining in the villages, ought 
to go a long way towards ensuiing clean and suitable dwellings and 
securing the stability of industrial labour 

§16 Wage rates The Labom Office of the Government of Bombay 
conducted four inquiries into the wages of workeis m the cotton mills 
m the Bombay province m 1931, 1923, 1926 and 1934 2 The Govern- 
ment of Bombay in 1934 launched a comprehensive General Wage 
Census^ which was intended to be completed in about five yeais, in order 
to collect all possible information on the subject of wages in all 
types of industrial concerns, perennial and seasonal, in the Bombay 
province ^ 

According to this Wage Census, the average daily eainmgs of all 
the adult operatives in all occupations m the Cotton Textile industry 
in the Bombay province in 1934 were as follows Re i-i 10 in Bombay 
city , Rs 1-5-7 Ahmedabad city , Re 0-15-7 in Poona and Re 0-11-8 
in Sholapur city 

The average monthly eainmgs for men in all Engineering and 
‘Common’ occupations excluding ui^^skilled labourers (all factoiies) 
according to the Wage Census taken m Bombay were as follows — 
Rs 41-8-5 in Bombay city, Rs 33-7-4 m Ahmedabad city , 
Rs 29-X-7 m Poona, and Rs 22-1-4 in Sholapur city The average 
for the province was Rs 38-3-3 ^ 

In the jute industry in Bengal the aveiage monthly wages of 
the different classes of employees vary from Rs 40, for example 
metal turners (we exclude Chinese carpenters, who earn as much as 
Rs 93 per month), to Rs 11, £01 example bobbin cleaners Wages 
are appreciably higher m the case of workers m the single-shift system 
than in that of workers in the multiple-shift system 

The daily earnings of underground workers in the more impor- 
tant coal-fields in British India vary according to locality from 
Re 1-7-0 to about 13 annas for foremen, sirdau, etc , from 14 to 8 annas 
for miners and from 12 to 6 annas for loaders In the case of other 
underground woikers the rate of wages depends on whether they 
are skilled or unskilled 

The general scale of wages is lower for workers engaged on 
‘open workings’ and lowest for labourers working on the surface 
On the tea plantations in Assam the family has to be taken as the 

^ Tile wage rates mentioned tn this section are pre-war latrs (before i<)39) 
Kecently dearness allowances Invc been granted to counteract the increase 

in the cost of living due to the war 

^ Wages and Unemployment m the Boinhay Textile Industry (1934) 

® Labour Gazette (Bombay), July 1937, p 681 

* Report on the General Wage Cenms (Bombay), Engineer mg Industry, Part I 
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working unit and the monthly cash earnings of an average family 
vary considerably according to districts, being apparently highest 
(about Rs 53) in Dibrugarh District and lowest (about Rs 15) in 
the Cachar, Sadi and Hailakandi Districts 

^17 Low standard of living ~-^Thc low standaid of living of the 
Indian labouiei may be legarded as a further cause of inefficiency 
It is both the cause and the effect of the low wages In conformity 
with the lather obvious generalization known as EngeFs Law we find 
that the average income of the woiker m India being veiy small, 
a very high percentage of it is spent on food and that the peicentagc 
decreases with the increase m the size of the income In Bombay, 
for example, the Report on the niqmiy into woi king class budgets 
m Bombay in 1921 2 showed that the expendituie on food varied 
from 60 5 pel cent m the case of incomes below Rs 30 pei month to 
52 6 pei cent m the case of incomes between Rs 80 and Rs 90 pei 
month In countiies with a high standard of living, like England 
and the United States, a comparatively much smaller proportion of 
the wage earner's income is absorbed by food and the other elementary 
necessities of life and more is left ovei for conventional necessaiies 
and luxuries ^ The standard ofdiving of the Indian workci falls far 
short of what is required for full efficiency 

The Repoit on the last inquiry into the woi king class budgets 
m Bombay city conducted by the Labour Office in 1932 5 showed 
that the average monthly expendituie of the family was Rs 45*159 
Except m the income groups ‘below Rs 30’ and ‘ Rs 30 to Rs^4o’ 
the income was m excess of the expenditure and in the income group 
‘ Rs 90 and over ’ the surplus left at the end of the month was about 
22 5 per cent of the monthly income This was the position at the 
time of the mquiiy, and piior to the wage-cuts which were effected 
subsequently, especially in the cotton mill industry The following 
comparative data regarding the distribution of expenditure on the 
various groups of commodities tind services which comprise a family 
budget, would serve in a general way to indicate the condition of the 
working classes at different centres m India (see table on next page) ^ 
The average monthly income of the family^ of a working class 
family was seen by the above inquiry to be Rs 50-1-7 m 
Bomba}, Rs 465-0 in Ahmedabad, Rs 3914-10 in Sholapui^, 

^ G Findlay Shuras, Working Class Budgets tn Bombay (Bombay Laboiii 
Office, 1Q23) 

^ Report on an Inquiry into Working Class Family Budgets in Bombay Citv 
(1935), p 19, and The Indian Year Boofe, 1940-41, pp 5^2-3 The figures are not 
strictly comparable owing to differences in the items included in the different groups 
They are neveitheless useful m giving a general indication of the variations m the 
distribution of expenditui’fe 

® The aveiage size of the family was 3 70 persons in Bombay, 4 m Ahmed ibid, 

457 in Sholapur, 433 in Nagpur, 376 m Jubbulpore *and 603 in Madras 
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and Rs 37-5-11 m Madias With incomes of this ordei it is 
dearly impossible to maintain any satisfactory standaid of living 
The -worker cannot afford sufficient wholesome food, even supposing 
he utilizes his income with the most complete wisdom We have 
already described his sorry plight as regards slieltei His clothing 
IS too scanty even for a warm climate The expenditure on education 
IS almost nil The only furniture he can afford is limited to a few 
rough dealwood boxes, iron plate trunks, bamboo sticks, a country 
blanket, a worn-out mat, a few kmck knacks and cheap chiomolitho- 
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graphs representing scenes from mythology ^ Most workers have to 
spend a considerable pioportion of their incomes on travelling to and 
from their villages Another large part goes to meet the interest on 
the ^debt they have almost invariably incurred ^ The usual rate of 
interest charged is one anna per rupee per mensem, or seventy-five per 
cent per annum, and compound interest 15 charged if the interest is 
not paid regularly The interest on debt shows an average expen- 
diture of nearly three per cent of the total monthly expenditure ^ 

|18 Expenditure on drink. — The evil of drink is spreading in an 
alarming fashion among the factory labourers, and it is believed that at 
least four per cent of the total expenditure of the working classes, as 
shown by family budgets, goes on drink, the percentage being as high as 
ten in the case of the lowest class of workers like scavengers The male 
worker (women rarely drink) frequently tries to relieve by drink 
' the hard and long day's woik in the mill under the scorching humid 
heat of an eastern sun " (Hurst) There is some physiological conne- 
xion betw^een ciaving for drink on the one hand and unwholesome 

^ The miscellaneous group of expenditure, it should be noted, includes such 
Items as interest on loans, liquor, travelling to and from villages, etc 

® Hurst, op cit , p 63 

* According to the inquiry in 1923 into the working-class budgets m Bombay 
by the Labour Office, forty-seven per cent of the families weie in debt and the 
debt was the equivalent of two and a half months’ earnings (one month’s average 
•earnings per family being Rs 52-4-6) * 

\ See also §21 ^ 
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conditions of work and malnutrition due to poverty on the other 
The provoking part about the matter is that if the money spent on 
drink were to be used foi buying more and better food, there would, 
of course, be less malnutrition The worker is not only extremely 
poor, but IS also unable to manage his expenditure in the best 
possible manner, and the expenditure on drink serves to aggravate 
his poverty which in its turn leads to an increase of drunkenness 
Among remedies being tried are the substitution of tea shops, cinemas, 
clubs and other forms of recreation for the tavern, and the curtailment 
of the number of liquor shops and the hours of opening, along with 
lationing in mill areas In this connexion reference may be made to 
the policy of prohibition adopted by the Congress ministries in Bombay, 
Madras and other provinces The Government of Bombay introduced 
total prohibition in the industrial cities of Ahmedabad (1938) and 
Bombay (1939) The successful challenge in th^ Law Courts of the 
legal basis of prohibition, however, led to a certain measure of relaxa- 
tion of prohibition The ban on sales of foreign liquoi was withdrawn 
with effect from 2 July 1940 and that on country liquor was modified 
U9 Case for higher wages — In India as elsewhere, employers are 
often found urging that increase in wages is either dissipated m diink or 
leads to greater idleness on the part of the labourer, instead of raising 
his standard of living, and that consequently there is no improvement 
tn his efficiency Professor Pigou effectively disposes of this objection 
to higher wages as follows 

* It IS true that at any given moment the taste and tempe^rament 
of persons who have long been pool aie more or less adjusted to their 
environment and that a sudden and sharp rise of income is likely to 
be followed by a good deal of foolish expenditure, which involves 
little or no addition to economic welfare If, however, the higher 
income is maintained foi any length of time, this phase will pa^s, 
whereas if the increase is gradual, the peiiod of foolishness need 
not occur at ail In any case .to contend, that the folly of poor persons 
IS so great that the rise of income among them would not promote 
economic welfare m any degree, is to press paradox beyond the point 
up to which discussion can reasonably be called upon to follow 

Another standard objection to raising the late of wages is that 
the effect is likely to be very soon cancelled by an increase in popula- 
tion This point has already been dealt with (see vol I, ch 111) and 
we have advanced the view that increase of wealth, although it may 
express itself partly m increase of numbers, may also be expected part- 
ly to result in raising the standard of living It is not seriously dis- 
puted that the standaid of living of industrial laboui has in fact risen 
appreciably in recent years 

The conditions of international competition aie also alleged to 



g 2 INDIAN ECONOMICS 

be a foimidable obstacle to the levelling up of wages We have already 
referred to the diflftculties of the cotton mill industry, undoubtedly 
due in some measure to the severity of competition from Japan The 
fact that a country may gam a substantial advantage, at least tempo- 
ral ily, over anothei by sweating its workers may be admitted At the 
same time, it does not follow that othei countries also must in self- 
defence adopt simiiai methods of sweating It is arguable that sweat- 
ed tiades do not pay in the long run as they lead to diminished effici- 
ency In any case, no civilized community can afford to forget that, 
equally important with the economic ideal of increase of pi eduction, 
lb the moial ideal of increase m the quality of human life The 
proper method of equalizing conditions of international competition 
IS 60 get every nation to agiee to secure certain minimum conditions 
of working But even when a particulai nation lemains recalcitrant, 
piotection against it must be sought m other ways than by imposing 
or acquiescing in a dangerously low standard of living foi the workers 
§20 Legal minimum wage The Eleventh International Laboui 
Confeience held at Geneva in iga 8 adopted a draft convention provid- 
ing for the cieation and maintenance of a machinery whereby minimtim 
scales of wages can be fixed for worko^rs employed in ceitain of the 
tiades and in particular m home industries, in which no arrange- 
^ ments exist foi the effective regulation of wages by collective agree- 
^ ment or otherwise, and in which wages aie exceptionally low The 
Labour Commission suggest that before minimum wage fixing machi- 
nery eSn be set up, mdustiies in which there is a strong presumption 
that the conditions warrant detailed investigation should be selected 
and a suivey of the conditions in each such industiy should be under- 
taken as the basis on which it should be decided whether the fixing 
of a minimum wage as desirable and practicable When a decision 
has been reached as to whether the conditions in any case justify the 
setting up of machinery, particular attention should be given to the 
cost of enforcement, whmh may be pi^ohibitive owing to the slow 
growth of the spirit of compliance with industrial law among employ- 
ers, the ignoiance and illiteiacy of the workers, the possibility of 
collusion, etc The policy of gradualness should not be lost sight of 
if the desired end is to be achieved without disaster ^ 

The Congress mmistiy m Bombay stated in their Memorandum 
(August 1957) *Tlie Welfare of the Indus tiial Worker', that 
they were examining the possibility of devising measures for setting 
up minimum-wage-fixing machineiy to meet special lequirements, 
then objective being the satisfaction of ' at least the minimum human 

^ See Indian Journal of Economics, Conference Number, 1940 Papers on 
Minimum Wage Legislation and its Applicability to India by B R Seth and 
S P Saksena respectively 

^ L C i? , 212-14 
# ^ 
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needs’ of the industrial ^voiker Accordingly the Bombay Textile 
Taboui Enquiry Committee was asked, among other matters, to make 
recommendations legarding the establishment of a minimum wage and 
the methods of automatic adjustment of wages in futuie ^ It is under- 
stood that the Committee submitted its Report to the Government in 
July 1940 The action taken by the Government of Bombay in insti 
tutmg m 1934 a comprehensive wage census m the Bombay province 
was calculated to throw further light on the question of introducing 
mimmum-wage-fixing machineiy It may be noted here that the 
Cawnpore Labour Enquiry Committee accepted the piinciple of a 
basic minimum wage, and recommended that no woiker should get 
a wage of less than Rs 15 per month of 26 woiking days They had 
in view the unskilled woikeis who in some mills drew even less than 
Rs 10 pel month They also lecommended the establishment of a 
Wage Fixation Board to function on the lines of the Biitish Tiade 
Boards for the adjustment of wages from tunc to time on the basis ol 
the minimum cost of living - 

§21 Indebtedness — The majouty of the industrial workers m India 
lemain in debt for the gieatei pait of then working lives It is 
estimated that in most indu^iial centies not less than two- thuds 
’of the labouring population is in debt and that the amount of debt 
commonly exceeds thiee months’ wages Most of the woikers aie 
in debt to their food suppliers Defaults aie common owing to the 
improvidence and poveity of the labouiei and are m fact encouiaged 
by the money-lender, so that a small initial loan speedily accumulates 
into a permanent and intoleiable burden The most mipoitani single 
cause of indebtedness is the expenditure on festivals, especially mam 
ages The worker would benefit if his attractiveness as a field of 
investment were reduced and if it were made unprofitable to the 
money-lender to advance amounts which it is beyond the capacity of 
the workers to lepay The Laboui Commission have made some 
proposals to secure this end ^hey propose \hat the salary and wages 
of all workmen receiving less than Rs 300 a month should be exempted 
fiom attachment, as also workers’ con tiibu Lions to bona fide provident 
funds The Government of India have accordingly amended the 
Civil Procedure Code with a view to exempting salaries below a defined 
limit fiom attachment It is also suggested that arrest and imprison 
ment should be abolished m the case of an oidinary industiial woiker 
unless he is proved to be able and yet unwilling to pay and that 
summary proceduie should be instituted for the liquidation of woikeis’ 
unsecured debts and the Courts empowered to adjust the amount of the 
decree to what the worker could pay without undue haidship Foi 
the protection of indebted workers, the Cawnpore Labour Enquiry 

^ Lahow Gazette, Bombay, August 1937, p Q2» and Octobei 1937, p 97 

- Report of the Cawnpore Lahotir Enquiry Committee (1938), pais 85 98 
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Committee commended a measuie on the lines of the Central Provinces 
Protection of Debtors Act, 1937 ^ This Act makes molestation of a 
debtor a cognizable offence Theie is a more restricted Act in force in 
Bengal Provision of co-operative credit appears to offer a more lasting 
solution of this problem 2 ^ 

Labour Legislaiion in India 

^22 Growing scope of labour legislation in India —Labour legisla- 
tion in India natmally does not occupy the same impoitant position 
as in Western industrialized countries like England and the United 
States, owing to ' the delibeiateness of the spread of mechanical 
powei and narrowness of the area affected' Much of the work is 
done out of doois or in sheds without walls, and the problems of 
overcrowding, bad ventilation and undesirable mixing together of 
the two sexes have not to be faced on the same scale With 
the growing industrialization of the countiy, a better realization of 
the duties of the State towards labour, the recent awakening of the 
working classes in India to their lights and the acceptance by 
India of her obligations towards the International Labour Organiza- 
tion of the League of Nations, laboui degislation is coming to occupy 
a more and more important position ^ Determined State action for 
the purpose of minimizing the well known evils of industrialism is 
necessaiy even if it means a certain slackening of the pace of mdus- 
tiialization So far we have on the whole failed to profit by the experi- 
ence dt European countries Without the excuse of ignorance we have 
allowed to appeal in oui midst certain familiar abuses, such as the 
rise of sium-cities, the exploitation of child-labour, excessively long 
hours of work for men and women, bad sanitation and absence of 
safety measures— abuses which we are now trying painfully to correct 
/§23 Need for uniformity of labour legislation.~The inauguration 
of provincial autonomy under the Government of India Act (1935) 
and the advent of Congress ministries resulted in much legislative 
activity which aimed at progressive improvement in the position of 
labour However, it also brought into prominence the lack of 
uniformity in the labour policies of the several Provincial Govern- 
ments Such disparity is bound to affect adversely the industrial 
development of the country, especially m the more advanced 
provinces This question was considered at the first conference of 
Labour Ministers held m 1940 The conference decided that the 
Central Government should draft legislation on four important 
subjects (industrial disputes, holidays with pay, collection of industrial 
and labour statistics, and an amendment of the Payment of Wages 
Act), for consideration by the piovinces and by the next Conference 
of Labour Ministers ^ 

r 

^ p 237 ® SeeWoI I, ch §11 ® See 



INDUSTRIAL h^BOVK 95, 

^24 Ho^iniiiii^s of factory legislation in India The progiess made 
by the Bombay cotton mill industry aroused the jealousy of the 
Lancashire manufacturers The result was the appointment of a 
Factory Commission by the Government of Bombay in 1875, of which 
i the first Factory Act (1881) was the outcome Its main provisions 
were as follows 

The employment of childien below the age of seven was prohi- 
bited Between that age and twelve, they were not to work for more 
than nine hours a day An hour's daily lest and four holidays in the 
month were prescribed for children No relief, however, was given 
to women and adult male labour The Act applied to factories em- 
ploying not less than a hundred persons and using power Local 
Governments were to appoint Inspectors of Factories 

Agitation to amend the first Factory Act began almost immediate- 
ly after its passing Again pressure from Lancashire resulted m the 
Secretary of State moving in favour of the expeditious adoption of 
more rigorous legislation, and the second Factory Act of 1891 was 
passed Its provisions applied to all establishments using power and 
employing not less than fifty persons But the local Governments 
were to have power to extend ft to otheis employing not less than 
twenty persons The lower and upper age-iimits for children were 
raised to nine and fourteen respectively Their hours of work were 
limited to seven in any one day and had to be between the hours of 
5am and 8pm Restrictions were placed on the employment of 
women They were not to woik in factories before 5am and after 
8 pm, except in places where an appioved system of shifts existed 
Their hours of work were limited to eleven in one day entitling them 
to a total rest of one and a half hours Men workers were to enjoy 
an interval of half an hour's rest between noon and 2 pm and a 
weekly day of rest There were also certain provisions which secured 
better ventilation and cleanliness and aimed at preventing ovei- 
crowding in factories 

§26 Factory Act of 1911 . — Excessive hours of work in Bombay mills 
made possible by the increasing use of electric lights, and also m some 
Calcutta jute mills, the usual agitation on the part of Lancashire 
manufacture! s, thef agitation by the press in India and the lead given 
by some employers of labour led to the appointment of a commission 
which reported m 1908 ^ This was followed by the passing of the 
Factory Act of 1911 which brought within its scope seasonal factones^ 
working for less than four months in the year It made the possession 
of an age certificate compulsory The hours of work for children in 
textile factories were reduced to six per day The Act restricted the 
> 4 employment of women by night, allowing it only in the case of cotton 

^ A G Clowy Jndmn Factory Legtsla^on^ pp 
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ginning and piessiiig factories For the first time the hours of adult 
male workers were restricted by law, the limit being twelve hours per 
day in the case of textile factories alone, as recommended by Di Nan, 
who was the only member of the Factory Commission of 1908 to 
plead for the direct limitation of houis for adults Furthermore, m 
all textile factories, except those working with an approved system of 
shifts, no person was to be employed befoie 5 am or after 7 pin — 
the new limits laid down generally for the employment of women 
and children Lastly, more extensive proMSions i elating to health 
and safety were introduced and factoiy inspection was made more 
effective 

^26 Factories Act of 1922 — The wai of 1914-18 had impoitant effects 
on factory admimstiation and ultimately on the Factory Act 
Theie was a considerable extension of industrial activity in India 
and the number of factories and of persons employed rose by about 
twenty-five per cent between 1914 and 1919 Fac tones had to be 
exempted from many provisions of the Factory Act and there was a 
fall in the average number of inspections But the most important 
effect was produced on the workers The increased demand for labour 
^ strengthened then positron, while the rising prices and profits and 
the geneial unrest which followed the war led to increased conscious 
ness of powder and a suong disinclination to accept disagreeable condi 
lions Thus foi the first time m India the desire of the operatives 
become a potent force in securing improved conditions and more 
drastic legislation 

The acceptance by India of her obligations, arising from the con- 
ventions adopted by the International Labour Conference at Washing- 
ton in 1919, necessitated further changes in factoiy legislation By 
^the Factories Act of 1992, all power-using factories employing not less 
than twenty persons became subject to factory legislation Option 
was given to the local Governments to extend it to factories employing 
not less than ten peisons whether powei was used or not The mini- 
mum age of employment for children was raised to twelve and the 
uj^ei limd to fifteen Children between these ages were not to work 
for more than six hours a day in any factory Children and women 
were not to be employed m any factory before 5.30 am and after 
i7 pm The horns of work for adults weie limited to m ^ week' 
and eleven m any day, a week consisting of not more than six days 
Liberal rest intervals were also seemed to all classes of workers The 
Act provided for a rest period of an hour after every six hours, though 
this might be split up into two half-hours at the lequest of the em- 
ployees, provided not moie than five hours ’ continuous work was done 
The system of inspection was further improved by the appointment of 
more whole-time inspectors with good technical qi^alifications, in the 
principal industrial centres Lastly, piovisions regarding safety and 
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health weie further extended, the local Governments being given powei 
to fix standards of ventilation and artificial humidification 
§27 Factories Act of 1934 — The Factories Act of 192^ was amended 
in 1923, 1926 and 1951 Certain administrative difficulties were thus 
lemoved and a few improvements of a minor character were introduced 
A new consolidating Act was passed in 1934 on the recommendation 
of the Laboui Commission and brought into force from 1 January 
1935 This Act 

(I) Draws a distinction between seasonal and peiennial factories 

(II) Introduces a third group of adolescents (ovei fifteen and 
undei seventeen years of age to be deemed as children if not certified 
as fit for adult employment) 

(ill) The existing maximum limits of eleven hours per day and 
sixty hours per week continue to apply in the case of seasonal factories 
but are reduced to ten and fifty-four respectively in the case of peren- 
nial factories subject to certain exceptions For children the maximum 
hours everywhere are five per day 

(iv) The principle of *spreado\ei’ is introduced for the first 

time, that is, the period of the numbei of consecutive hours of work 
IS limited to thirteen in the case of adults and seven and a half m the 
case of children r> 

(v) The existing provisions with regard to control of artificial 
humidification are expanded The Act also gives powei to local 
Governments to authorize an inspector to call upon managers of 
factories to carry out specific measures for increasing the cooling 
power of the air where necessary 

(vi) Certain provisions are made with regaid to welfare, such 
as adequate shelters for rest in factories, rooms reserved for the use 
of children of female workers, first-aid appliances, etc 

(vii) Power is given to local Governments to make rules pre 
scribing fitness and preventing the employment of children not 
certified as fit 

(viii) Inspectors aie aiuhonzed to lequire managers to remedy 
any inadequacy or delect in the construction of a factory likely to 
be dangerous to workers 

(ix) Limits are imposed on the amount of overtime that can be 
worked and payment for overtime is regulated 
§28 The Bombay Shops and Commercial Establishments Act ( 1939 ) 
This new piece of labour legislation initiated by the Congress 
ministry of Bombay, which has thus given a lead to other provinces, 
IS intended to make provision for the regulation of houis of work m 
shops, commercial establishments, restaurants, theatics and other es- 
tablishments The need for this legislation was ie\ealed by the result 
of an inquiry conducted by the Labour Office, Bombay, m 1938 The 
Act tries to check the old abuses of long houis, ranging fiom 11 to 15 



a day, and totally inadequate provision for holidays and rest intervals, 
without at the same time overlooking the requirements of commerce 
and the consumer ^ So far as shops are concerned the maximum 
hours of work aie fixed at gi/^ per day, half an hour’s rest after five 
hours of woik is pi escribed, and a weekly holiday is made compulsory 
Similar legislation has been enacted and brought into foice during 
the year 1941 in three other Provinces—Bengal, the Punjab and Sind 
§29 The Tea Districts Emigrant Labour Act ( 1932 ) —Plantation 
labour is closely allied to industrial labour, but raises special 
problems of its own, in paiticular in the methods of lecruitment, 
especially for the tea gardens in Assam Recruitment and other 
matteis relating to plantation labour are at present governed by 
the Tea Districts Emigrant Labour Act This Act, passed in 1932 
and based on the recommendations of the Labour Commission, 
extends to the whole of British India including the Santhal Parganas 
and repeals the Assam Labour and Emigration Act, 1901, and 
the subsequent amending Acts The Act of 1901 was intended 
to regulate the system of indentured labour for tea plantations in that 
province introduced in the thirties of the last century The Amend- 
ing Act of 1915 abolished the system of recruitment by licensed con- 
tractors which was intioduced by the foimer Act Thereafter reciuit- 
ment could only take place through the agents of the official Laboui 
Board The first object of the Act of 1932 is to make it possible, on 
the one hand, to exeicisc all the control over the recruitment and 
foi warding of assisted emigrants to the Assam tea gardens that may 
be justified and required by the interests of emigrants and potential 
emigrants , and, on the other hand, to ensure that no restrictions 
aie imposed which are not justified Local Governments are empower 
ed, subject to the control of the Government of India, to impose control 
over the forwarding of assisted emigrants or over both their recruit- 
ment and their forwarding as occasion may dictate Employers are 
prevented from recruiting otherwise than by means of certificated 
garden sirdars or licensed recruiteis Tt is made unlawful to assist 
persons under the age of sixteen to emigrate unless they aie accompa- 
nied by their paients or guardians With regard to the question of 
repatriation, every emigrant labourer, on the expiry of a period of 
three years from the date of his entry into Assam, will have the right 
of repatriation as against the employer employing him at such expiry 
It will also be possible to claim repatiiation within three years in the 
event of the emigrant failing in health, not being provided with suit- 
able work, or having his wages unjustly withheld or for any other 
sufficient cause 

Provision is made for the appointment of a Controller of Emig- 
rants with some staff and possibly one or more Deputy Controllers for 
^ Bombay Government Gazette, 31 Januaty 1959 
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supervising the general administration of the system which the Act 
seeks to establish , and the charges are to be met from an annual cess 
called the Emigrant Labour Cess which is to be levied at such rate 
not exceeding Rs 9 per emigrant as the Governor-General-in Council 
may, by a notification in the Gazette of India^ determine for each year 
of levy 

§30 Labour legislation for mines — Labour legulation was much 
tardier in coming in the case of the mining industries than in that of the 
textiles In igoi, the first Indian Mines Act was passed and inspectors 
were appointed In view of the recommendations of the Washington 
Conference and the large numbers employed in the rapidly developing 
mining industry, revised legislation was passed m 1923 It enlaiged 
the definition of a mine, limited the hours of work to sixty per week 
for workers above ground, and fifty-foui tor workers undei ground A 
week was not to consist of more than six days No child was allowed 
to woik below ground and a child was defined as a person under the 
age of thirteen years No restriction was placed on the employment 
of women underground In view of the fact that forty-five per cent 
of the laboui employed below ground was composed of women, sudden 
and absolute prohibition would hsave caused serious dislocation in one 
of the basic industries of the country On the other hand, the need 
for reform was equally clear In exercise of the power given by the 
Act of 1901 and renewed in 1925, the Government of India fiamed 
during 1929 regulations whose effect was to exclude women from under- 
ground workings forthwith, except in exempted mines, that is except 
in coal-mines in Bengal, Bihar and Orissa and the Central Provinces, 
and saltmines in the Punjab In these exempted mines exclusion 
was to be gradual, so that after 1 July 1939 women were to be entirely 
excluded fiom underground woi kings ^ 

The Indian Mines Act of 1923 did not place any statutory lestric- 
tions on the daily hours of work In March 1928, therefoie, the 
Legislature passed an amending Act under which no mine was allowed 
to work for more than twelve hours out of twenty-foui through the 
same set of workmen Owners were required to put up notices out- 
side the offices stating the hours of work and of workmen The 
following are some of the changes introduced by the amending Act of 
1935, which IS based on the recommendations of the Royal Commission 
on Labour, and is influenced by the Draft Convention adopted by the 
15th session of the International Labour Conference 

No person is allowed in a mine on more than six days in any one 
week A person employed above ground in a mine is not allowed to 
work for more than fifty-four hours in any week or for more than ten 
hours in any day The periods of woik of any such person are so 



arranged that along with his mteivaib tor icst, they aie not in any 
day to spread over more than twelve hours, and that he is not to work 
for more than six hours befoie he has had an inteival for lest of at 
least one houi A person employed belpw ground in a mine is not 
allowed to work foi more than nine horns in any day Woik of the 
same kind is not to be cairied on below giound in any mine foi a 
period spieadijig over more than nine hours in any day except by 
a system of relays so aiianged that the periods of woik loi each relay 
are not spiead over more than nine houis The employment of 
children under fifteen years of age m any mine is piohibited 

In addition to the Mines Acts, conditions of employment in mines 
aie legulated also by the appointment of Mines Boards of Health 
which look after the health of the laboui force A Board is empowei- 
ed to compel the owneis of mines within the mining settlement aiea 
to provide housing, watei -supply, sanitaiy facilities and medical 
help 

That much still remains to be done for the safety of workers rn 
mines became painfully obvious when a number of serious disasters 
occurred in the collieries a few years ago An expert committee was 
appointed in 1937 to investigate into the causes of these disasters 
The Committees descuption of the coal-minmg industry is worth 
quoting Mn shoit, to use a spoitmg metaphor, the coal trade in 
India has been rathei like a race in which profit has always come in 
first, with safety a poor second, sound methods an “ also ran and 
national welfare a dead horse '' entered perhaps, but never likely to 
start ' ^ 

§31 Labour legislation for railways — All railway workshops come 
under the administration of the Factories Act of igs^? y 1 he Indian 
railways employ neaily a quarter of a million workeis in other 
occupations foi which, until recently, no provisions regarding control 
^of hours of work, etc were made, in spite of the latification by the 
Government of India' of the Washington (1919) and Geneva (1931) 
Conventions in their application to railways in British India The 
problem was beset with many difficulties which weie overcome 
j 6 y the Indian Railway (Amendment) Act of 1930 which gave effect 
to the Government’s statutory obligations under the International 
Labour Conventions A railway servant must not be employed for 
more than si xty hours a week qu the average m any month A railway 
servant whose employmerit is essentially intermittent cannot be 
employed for more than eighty-four hours in any week Temporary 
exemptions of railway servants from the above provisions may be 
made (1) in case of emergency involving serious interference with 
the ordinary working of the railway and (11) in cases of exceptional 
pressure of work, overtime being paid only in the latter class of 

^ See Shiva Rao, The Industrial Worker m India^ p 239 
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cases A weekly lesi of a full twenty four hours is prescnbed 3 subject 
to tempoiary exemptions as above Compensatory periods of rest 
foi the period forgone must be granted The Governor General-in- 
Coimcii may appoint persons to be supervisors of railway labour to 
inspect railways in Older to determine if the provisions of the Act 
are duly observed 

;32 Workmen’s Compensation Act of 1923 (as subsequently amend- 
ed) — The light of the worker to be msuied at the expense of 
the industiy for all accidents in the course of the worker's regular 
employment and as a result of the risks taken m that employment, has 
leceived legal recognition in most Western countiies The pro 
gi ess of the idea of compensation for accidents has been slow 
in India As far back as 1884, workers in Bombay made a 
demand foi the introduction of compensation Although a certain 
numbei of enlightened employers instituted a system of compen 
sation foi then work-people, the practice was by no means generally 
adopted Pnoi to the Act of 1923, an employer could be sued 
under the Fatal Accidents Act of 1885 in case of death arising 
from an accident But this Act was seldom invoked Furthei, with 
legaid to the general question of employees liability the position in 
India was vague 

The punciple of the Act of 1923 was that compensation should 
ordinarily be given to workmen who had sustained injuries by accidents 
arising out of and m the course of employment, compensation being 
also given m certain circumstances foi diseases Although the measuie 
followed in general principles the legislation m force elsewhere, it 
also struck a certain distinctive note and was adapted to meet the 
peculiarities of industnal life m India The scope of the Act, which 
was originally limited, was considerably widened by amending Acts 
passed in 1926, 1929, 1931 and 1933 This was made necessaiy partly 
by the ratification by the Government of India of the draft convention 
legardmg workmen's compensation foi occupational diseases adopted 
by the Seventh International Labour Conference (1925) and partly 
by the recommendations made by the Royal Commission on Labour 
m 1931 The Act of 1923 was an expeiimental measure and has 
now been replaced by the amending Act of 1933 Certain minor 
amendments of a technical character were effected m the year 1939 

The Act of^i 933 covers railways, tramways, factories, mines, 
seamen , docks , persons employed in the construction, demolition 01 
repairs of certain buildings 01 of 1 oads, bridges and tunnels , marine 
works , operations relating to telegraph, telephone, or overhead elec 
trie lines , blasting operations or excavations , boat services , light 
houses , tea, coffee, lubbei or cinchona plantations , electricity 01 gas 
generating stations , cmematogiaph woikers . salaried motor drivers, 
and underground sewage workers In all cases persons employed m an 
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administrative oi clencal capacity and those whose monthly earnings 
exceed Rs 300 ait excluded The Act covers over seven million 
industrial workers in the country 

The amount of compensation payable depends on the average 
monthly earnings of an injmed or deceased workman The amounts 
of compensation payable m the case of an injured woikman whose 
monthly wages aie not more than Rs 10 are Rs 500 foi death , Rs yoo 
for pennanent total, and half the monthly wages for tempoiary, disable- 
ment For a workman whose monthly wages are between Rs 50 and 
Rs 60, the corresponding figures are Rs i,8oo, Rs 2,520 and Rs 15 
respectively The maxima for persons earning over Rs 200 per month 
are Rs 4,000, Rs 5,600 and Rs 30 per month respectively In the case 
of minors the amounts of compensation for death and for permanent 
total disablement are at a uniform late of Rs 200 and Rs 1,200 res- 
pectively, and half the monthly wage for tempoiary disablement No 
compensation is payable in lespect of a waiting period of seven days 
following that on which the injury was caused 

The dependants to whom the amount of compensation is payable 
are firstly those who are actually dependants such as a wife or a minor 
child , and secondly those who may or may not be in that position 
such as a husband, a parent other than a widowed mother, etc Pro 
vision is made for enabling the interests of dependants in cases of 
fatal accidents to be better safeguarded, by ensuring that such accidents 
should be brought to the notice of commissioners, appointed under 
the Act by Provincial Governments 

The general administration of the Act and the settlement of 
disputes thereunder are entrusted to these commissioners, who have 
been given wide powers The procedure is simple and oppoitumties 
for appeals restricted For the success of a measuie like this rapid 
inquiry made by medical men capable of forming estimates of the 
injmies received along with the enlistment by the State of impartial 
judges to see that the workei gets the benefit that is due to him 
are necessary The migratory habits of the industrial worker, his 
Ignorance of the financial relief to which he is entitled under the Act, 
lack of qualified men properly to put up the workmen’s case for 
compensation are some of the factors which render the operation of 
a measure of this kind difficult m India It is interesting to note 
that since the enactment of legislation regarding workmen’s compen- 
sation in India, the total amount of compensation paid amounted to 
over Rs 1,50 lakhs m over 280,000 cases up to December 

1938 

It may be mentioned that the Workmen’s Compensation Act has 
not appreciably increased the cost of production, contrary to what 
was feared by many employers, while it has greatly improved the 
standard of safety 
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§33 Social insumnce — The principle of social insurance for the 
protection of the industrial worker against the hardships arising 
from sickness, unemployment and old age has long been recognized 
in industrial countries like the United Kingdom and Germany 
International labour organizations have also lent their support to 
social insurance by adopting from time to time conventions regarding 
all these matters Some of these questions have been receiving the 
attention of the Government of India and other parties concerned, 
particulaily since the Tenth International Labour Conference (1927) 
adopted a convention in respect of sickness insurance of industrial, 
agricultural, and domestic workers The Congress ministry in Bombay 
visualized the development of a comprehensive system of social 
insurance and had under consideration the feasibility of legislation 
for the grant of leave with pay during periods of sickness, in the hope 
that It would pave the way for sickness insurance^ 

There are considerable difficulties, administrative, financial and 
otherwise, in the way of the introduction and enforcement of social 
insurance in India The requisite statistical and actuarial basis 
for the various forms of social ineurance are totally lacking at present 
As regards agricultural labour, it is casual in nature and there is 
absence of qualified medical men in the districts So fai as the 
industrial worker in the Bombay province is concerned, the Govern- 
ment of Bombay have already set in motion the machinery of the 
Labour Department for the collection of material which witiim a 
reasonable distance of time should enable the Government to decide 
what can be done to frame sound and workable schemes conforming to 
Indian conditions While this move is welcome, it is necessary to bear 
in mmd two considerations In the first place, the capacity o£ industry 
] to bear additional burdens thus imposed on it must be duly considered, 

I and in the second place, the social insurance schemes must be based 
^on a contributory basis as ixk other countries, the employers, the 
workers and the State all bearing their fair share of the burden It 
IS also desirable that such action as is taken m these matters should 
be on an all-India basis, lest industries in one province should be 
’ penalized while those m other provinces or Indian States escape 
§34 Hifetory of industrial disputes m India -—On the whole, before 
igiy strikes were rare in India In 1905 there were several strikes in 
Bombay owing to the introduction of electricity which favoured exces- 
sively long hours of work It was however during the war of I9i4'*x8 
that the strike came to be regarded as an ordinary weapon of industrial | 
warfare The economic upheaval and the general feeling of unrest 
created by the war, the increase in the cost of living due to risfe in 
prices, and the sfjread of class consciousness have produced a large 
crop of strikes since 1917 The position became specially acute in 
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1919-50, when cl great strike occurred in Bombay involving 150,000 
cotton null workmen Among the contributoiy causes o£ these strikes 
have been long hours of work , bad housing , lack of provision, till 
recently, for compensation for mjuiies received , the ill-treatment of 
the workers by foremen , the sympathy of one gioup of strikers foi 
others, and so on We shall notice m a later section how the trade 
union movement originated during this period 

During the period 1950-39 the number of mdustiial disputes 
eveiy year has varied from 118 m 1935 to 406 in 1939 The largest 
number of disputes have been in cotton and woollen mills and for 
that reason m the Bombay province 

The strike situation was very serious in 1919-51 owing to the 
economic distress and high prices induced by the war With the 
gradual restoration of normal conditions and a fall in the cost of 
living, the strike fever appealed for some time to be subsiding The 
increased wages granted during the war remained as they were for 
some time aftei it, in spite of a fall m prices, thus securing some 
increase in the real wages of labour The depression which followed 
the postwar boom, howevei, led to a movement on the part of 
employeis of labour to stop paying war bonuses or to decrease wages, 
causing a fresh outburst of strikes at industrial centres like Bombay 
and Ahmedabad The years 1956 and 1957 were comparatively 
quiet*. The year 1958, however, saw a lecrudescence of industrial 
unrest, and the outbreak of several big stiikes all over the country, 
eg the big strike in Bombay cotton mills in Octobei 1958, following 
an attempt on the part of the millowners to introduce rationalization 
and new methods of work The intensification of these strikes as 
well as the unusually prolonged duration of some of them was attribut- 
ed to Russian communistic influences and the secret help derived 
from the same quartei^ A prolonged strike m the Iron and Steel 
Works at Jamshedpur and strikes on ^several lailways, thieatened or 
actual, and accompanied, in the case of the E I R and SIR strikes,, 
by considerable violence, were a feature of the year 1958 

In the year 1959^ the industrial strife of the previous year persisted 
and communist influences were evident There was again a general 
strike in the cotton mill industry m Bombay These stormy years 
were followed by comparative calm throughout the country 

The economic depression (1929 33), particularly in the cotton 
mill industry, ushered in a period, of wage cuts and this resulted m 
a number of short-lived strikes The Bombay Government instituted 
a Departmental Inquiry into the question of wage cuts in the 
province The report of this inquiry was published m June 1943 
and the semi-general sfnke which had been declared in Bombay 
milb while the inquiry was in progress, "Was called off almost 
simultaneously The most important lesult of this inquiry was 
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the passing by the Government o£ Bombay of a Trades Disputes 
Conciliation Act which is reviewed in §37 below For a period of 
nearly three yeais alter the passing oi the Act there was little industrial 
strife in the cotton mill industry m the Bombay city The year 1937 
ivas marked by a lecrudescence ot laboui tioubies in Bombay, 
Ahmedabad, Cawnpoie, Madias and other industrial centies in India 
caused partly by the demand foi higher wages and restoiation of 
wage cuts on the ground of industrial and business recoveiy, and 
paitly by communist activity in labour circles The acute discontent 
in the ranks of workers, in spite ot the ameliorative legislation ot 
previous years, was reflected in the large number of strikes in 1937 and 
1938, when there were as many as 379 and 399 industiiai disputes 
lespectively as compaied with an annual aveiage of 147 stiikes dming 
the thirteen years 1924-36 It was in 1937 and 1938 that the Congress 
Governments instituted laboui inqumes either confined to textile 
laboui as in Bombay (1937) or the Cential Provinces (1938), or of a 
general charactei as in the United Provinces (1937) and Bihar 

(193^) 

§35 Industrial disputes during the war (1939-?) —The total numbei 
of disputes m the year 1939 was 406, the highest numbei so far * 
lecorded^ One of the causes which accounts for the intensified 
industrial strife, which continued in the year 1940, was the demand for 
dearness allowances put forward by workers in the various industrial 
centres to neutralize the rise in the cost of living following the 
outbreak of wai m Septembei 1939 Unlike during the war of 
1914-18, the W’^oikers acted promptly in making a demand for higher 
wages The initial months of the wai were marked by a wave 
of profiteeiing in the country, which was brought undei check by 
measures of puce control adopted by the several Provincial Govern ^ 
ments (see ch ix) It was realized that a certain measure of relief to 
the workers was necessaiy and the Governments concerned soon got 
into touch with the representatives of the employers and the employees 
with the object of securing agreement on the extent of leiief to be 
granted, thus preventing subversive propaganda among the workeis 
In Bombay, the discussions on the question of dearness allowances so 
far as the textile industries were concerned had to be conducted undei 
the procedure laid down by the new Bombay Industrial Disputes Act 
passed in 1938 While a strike was aveited in Ahmedabad, where 
the paities agieed to refer the mattei to the arbitration of the Industrial 
Court, m Bombay the Girni Kamgai Union called a strike in March, 
1940, which failed as the Millowners' Association, who had accepted 
the recommendation of the Board of Conciliation in favour of the grant 
of a dearness allowance at a flat late of two annas per day, carried 


^ Labour Gazet^ (Bombaj^, JunC 1^40, p 8 q6 
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on a counter-propaganda There weie similar disputes in other 
provinces ^ 

§36 Prevention of industrial disputes — Befoie dealing with the 
machinery for the settlement of industrial disputes after they have 
broken out, a few words might be said regarding the methods of pre- 
venting them The first essential is the cieation of sound organizations 
hoth of employers and employees The employers are for the most 
part sufficiently well organized m India, but not so the workers 
Hence the importance of strong tiade unions Efficient oigamzations 
on either side, competent to speak for their respective sides, will 
tend to prevent the occurrence of sporadic strikes and lock-outs and 
formulation of grievances after rather than before going on stiikc— 
features which are peculiar characteristics of strikes in India A 
permanent Arbitration Board has been established for the settle- 
ment of disputes in the textile industry m Ahmedabad The 
Bombay Industrial Disputes Committee of 1923 as also the J^abour 
Commission reco mmende d the formation of Works Committees or 
Shop Committees on the lines of the Whitley Committees m England 
On these committees the workers vTould be represented along with 
the employers and would be responsible for the fixing and observance 
of conditions under which work is to be carried on It may be 
mentioned that such committees have already been established by 
some enlightened employers like Tatas, and by the Government m 
their capacity as employers 

We may now proceed to discuss the arbitration and conciliation 
methods for settling industrial disputes The numerous disputes 
during the period after the termination of the war of 1914-18 clearly 
showed the necessity of suitable machinery for investigating and sett- 
ling them The Government of Madras were the first to take steps m 
this direction by setting up courts of inquiry to deal with individual 
disputes as they arose The Commfttees appointed by the Bengal 
Government (1921) and the Bombay Government (1922) did valu- 
able spade, work and made a number of detailed recommendations 
regarding the machinery to be set up for preventing and settling dis- 
putes The Government of India held that the subject was one for 
all-India legislation This, however, was held to be premature until 
the Trade Union Bill had been passed The Trade Union Bill 
became law in 1926 and came into force the next year The Trade 
I Disputes Act, which was passed m 1929 and was to remain in force 
for a period of five years only in the first instance, was made perma- 
nent m 1934 

§87 Trade disputes legislation —( 1 ) The Trade Disputes Act of 
jpzp —The Act closely fpllows the English legislation on the subject 

^ Indmp Yfidf Book, 1940-if‘pp 530S 
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and does not provide for compulsory arbitration As in England, pub- 
lic opinion IS regarded as the decisive factor in settling disputes and the 
underlying idea is to help the clear framing and discussion of the 
issues by an impartial tribunal, so that a well informed public opinion 
may be foimed The Act provides for the setting up of Courts of 
Inquiry and Conciliation Boards 

(a) Nature of inquiry —The Provincial Government or the Govei- 
nor-General-in Council, where the employer is the head of a depart 
ment under the Governor-General-in Council or a railway company, 
IS authoiized to appoint, for prevention or settlement of a dispute, a 
% Inquiry or Board of Conciliation, as the case may be, where 

|both parties to the dispute apply, whether separately or conjointly, 

^ provided the persons applying represent the majority of each party ^ 
i(b) Constitution of the Cowt of Inquiry —The Court of Inquiry 
consists of an independent chairman and such other independent 
persons as the appointing authority may think fit or it may 
consist of one independent person (c) Board of Conciliation — 
The Board of Conciliation has a different constitution and consists 
of a chairman and two or four other members as the appoint- 
ing authority thinks fit or it may consist of one independent 
person The chairman is an independent person and the other 
members may be either independent persons, or persons appointed 
in equal numbers to represent the parties to the dispute on the 
Tecommendations of the parties concerned {d) Procedure —The^AnVf 
of such a Board is to endeavour to bnng about a settlement after 
investigation of the merits of the dispute and to do all such things as 
It may think fit to induce the parties to come to a fan and amicable 
settlement and give them reasonable time for doing so In case of 
failure to bring about a settlement, the Board is to send a full report 
to the appointing authority setting forth the proceedings and the 
steps taken by the Board for the settlement .of the dispute togethei 
with Its findings and recommendations The appointing authority 
IS to publish the report, final or interim, as soon after its receipt as 
possible (e) Strikes in public utility services— The provisions in the 
second part of the Act regarding public utility services are among the 
most important in the whole Act A public utility service means (1) any 
railway service so declared for the purposes of the Act by the Governor 
General-m-Council , (2) any postal, telegraph oi telephone service , 
(3) any business or undertaking which supplies light or water to the 
public , and (4) any system of public conservancy 01 sanitation 
Special penalties are laid down for employees, employed on monthly 
wages, m such services in the event of their going on strike in breach 

^ The Labour Ccjinmission recommend that the possibility of establishing^ 
permanent courts m place of ad hoc tribunals under "‘the Act should be examined 
{LCR , '^46) 
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of contract without having given to then employer, within one month 
before so striking, not less than foiuteen days' previous notice 
Employers carrying on such public utility services are made liable to 
be punished (the fine being heavier m their case) for locking-out their 
employees without a similar notice Abettors of an offence, as defined 
above, are left to be dealt with under the ordinal y Ciiminal Amend' 
ment Law (/) Illegal strikes —Thtre are also special piovisions in 
1 aspect of illegal strikes on the lines of the British Tiade Disputes Act 
of 1927 A strike or lock-out is to be regaidecl as illegal which (1) has 
any object apart from the furtheiancc of a tiade dispute within the 
trade or industiy in which the parties to the dispute are engaged , and 
(2) IS designed 01 calculated to inflict severe hardship upon the commu- 
nity, and theieby to compel the Go\einment to take or abstain from 
taking any paiticular course of action Any sums collected or applied 
in direct suppoit of such strikes aie illegal Sympathetic strikes aic 
declared illegal by defining a trade dispute within an industry as one 
which IS between the employers and the employees of that industry 
with regard to the employment in that industry alone The trade 
union privileges of members are pKDtected horn being invaded on 
the ground of a refusal to join such illegal stiikes 

The Act presupposes organization on the pait of the employers and 
the employees, and, as already suggested, is intended to piomote such 
organization to check spoiadic strikes and aibitraiy lock-outs and 
to help the formulation of giievances before and not after a strike is 
declared Sympathetic strikes aie by implication illegal under the 
Act This has been criticized by labour leaders as giving the 
Government power to declaie any big strike illegal But on the 
other hand, a general stiike like the tuple strike m England (1926) 
may be a real menace to the community Like many other piovisions 
of law, therefore, this paiticulai piovision cannot be demurred to 
merely because it is liable to be al 5 used A more valid criticism 
would be to point out that> since the strikes that have occurred in 
India so far beai no parallel to the big general stiike in Great Britain, 
there is no paiticulai necessity, undei the piesent circumstances, for 
such a provision It has also been aigued that the clauses regarding 
illegal strikes mterfeie with the fundamental human rights of the 
workmen and furthci that they will tend to choke the trade union 
movement 1x1 India m its infancy, and will create distrust in the 
mmd of the workers The view is held by some critics that the 
portions of the Act dealing with stiikes m public utility services 
and illegal strikes were unnecessary Sudden strikes in social security 
services, such as the supply of watei, light and sanitation, are already 
illegal and punishable ainder the Penal Co^f Sltnkes in ordinary 
puMic utility services (as distinguished from*^ security services) such 
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as postal, teiegtaph oi telephone seivice, oi even railway seivice, 
however, need not be dealt with severely ^ 

During the period of eight yeais between the passing of the 
Act and the introduction of piovincial autonomy, the Trade Disputes 
\ct was made use of on only five occasions Since August 1937, when 
Congress ministries assumed power, the Act has been put into force 
more frequently, especially in the piovincc of Madias In Bombay 
however, it has been used only on two occasions, in 1939 and 1940 
The procedure in connexion with the appointment of the Court of 
Enquiry and Boards of Conciliation under the Act has been found 
to be cumbrous and inconclusive in chaiacter, and these defects led 
the Government of Bombay to pass provincial legislation in 1934 
(see IV below) 

(11) The Labour Commission lecommended that eveiy Piovm- 
cial Government should have an officei 01 officers to undei take 
conciliation The Commissioner of Laboui in Madias, the Director 
oi Industries in the Punjab, the Diiector of Statistics, and Deputy 
Commissioners and the Dnector of Industries in the Central Provinces, 
have accordingly been given powers as conciliation officers 

(ill) The Bombay Tiade JDisputes Concilmtion Act (rp^^) pio 
vided for the appointment of the Commissioner of Labour as ex officio 
chief conciliator and also for the appointment of a Labour Officer, 
special conciliatois and assistant conciliators A Labour Officei was 
appointed in 1934 to guaid the inteiests of the workeis The Mill- 
owners’ Association also appointed a Laboui Officei of its own to 
lepresent mill managements in proceedings with the Government 
Labour Officer and the chief conciliator ^ It was claimed for this 
Act that it had succeeded in piacticaily eliminating mdustiial strife 
in textile mills in Bombay city Aftei three yeais of comparative 
industrial peace, howevei, theie has been since the middle of i9B7» 
as previously stated, a reciudescence of laboui trouble in Bombay as 
in other textile centres ^ 

(iv) The Bombay Industnal Disputes Aci (ip^S) —The object of 
the Bombay Industrial Disputes Act of 1938, which supplants the 
earlier Act of 1934, is to ensure that the machinery of conciliation and 
arbitration provided for by it shall be fully exhausted befoie a stiike 
01 lock-out can be declared 

^ \ Bill to amend and widen the scope of the Trade Disputes \ct (1029) was 
recently (Apnl 1938) passed by the Centtal Legislature It liters the definition of 
an illegal strike, includes within the list of utility sei vices any inland steam vessel 
ind tramway service which the Government may notify and any undertaking which 
supplies power to the public , and provides foi the appointment of conciliation 
officers with certain powers by those Provincial Go\ernments which desire to 
appoint them 

® Similai Labour Officers have since been appointed in Bengil, the United 
Provinces, Madras and gihar 
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The Act provides £oi the registration of unions which have been 
lecogmzed by the employers concerned oi which fulfil ceitain require- 
ments as regards membership Registiation confers various rights 
on the unions in connexion with representations on behalf of the 
workers Labour Officeis and Conciliators may be appointed foi 
different areas or industiies m the province, and machinery is set up 
to ensure that the grievances of workeis or any alteration m their 
conditions of service are fully considered Strikes and lock-outs are 
therefore made illegal until the whole of the machinery for discussion 
and negotiation provided for by the Act has been made use of The 
light to declare a strike or lockout must be exercised within a period 
of two months after the completion of conciliation proceedings Con 
dilation will stait to function immediately a dispute is likely to occm, 
because the Act provides that an employei ox a workman who desires 
to make a change in wages or hours or other conditions of employment 
must give notice of his intention to do so to the pi escribed authoiities, 
and no change can be effected until the machmeiy of the Act has 
functioned to the fullest extent 

In aieas and m industiies where the workmen concerned are 
members of a recognized union the ^conduct of all negotiations is 
left to the employers and to the union In cases where there are 
no recognized unions, directly elected lepresentatives of the workers 
concerned or the Labour Officer will conduct the preliminary dis- 
cussions on behalf of the workmen If agreements are reached during 
these discussions such agreements will be registered If the parties 
fail to leach an agreement, a trade dispute will be considered to 
have occurred and the official conciliator will step in and endeavour 
to bring about a settlement of the dispute If the conciliator fails, 
or if the Government otherwise orders, a Board of Conciliation may be 
appointed 

In industries and centres where employers and unions have agreed 
to refer disputes to arbjitration, the qfficial machinery will not be 
brought into operation in the earlier stages and may or may not 
operate in the latei ones However, all agreements and awards ariiv- 
ed at are to be registered 

A Registrar has been appointed undei the Act whose duties in- 
clude the legistration of unions and the determination of their 
eligibility, recording of agreements and awards and other notices 
and reports provided for in the Act 

In one important particular the Act breaks entirely fresh ground, 
for It makes provision for the setting up of an Industrial Court pre- 
sided over by a High Court Judge or a lawyer qualified to be a High 
Court Judge This court is to act as a tribunal for voluntary arbitra- 
tion on matters submitted to it by the parties to a ^dispute It will 
also function as a court of final appeal in numerous cases arising out 
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of the working of the Act The court is to be the tribunal that is to 
deade whether or not a strike or lock-out is illegal, and all^ questions 
of interpretation of agreements and awards will come before it Such 
a court has already been established under the Act 

The Bombay Industrial Disputes Act of 1938 is the most advanc- 
ed and outstanding piece of labour legislation in this country The 
Act has been criticized as being unduly drastic and hostile to the free 
right of the workers to declare a strike On the other hand, it is 
pointed out that it does not take away the right to strike, but only 
requires postponement of its use until peaceful methods for seeming 
the settlement of a trade dispute have been fully utilized It is signi- 
ficant of the changed attitude of labour to the Act that the All-India 
Trade Union Congress in its recent session (1940) welcomed the 
Bombay Act m the interests of the workers 

'Another aiticism of the Act is that it does nothing to recognize 
the value of an internal organization foi ovei coming the psychological 
differences that hamper the coopeiation of the workpeople’, as the 
basic idea underlying the Act has been the introduction of collective 
bargaining between the whole body of employers in a local centre 
and the whole gioup of organized woikers in that area^ 

During the present war the ndbessity of additional legal provisions 
‘ which would riot only be elastic enough but which would also provide 
for some definitive method for the settlement of disputes ’ has been 
felt This IS the underlying motive of Defence of India Rule 81 A 
passed by the Government of India in 1942 which severely limits the 
liberty of workers to go on strike The Essential Services (Mam- 
tenance) Ordinance of 1941 is of a similar character and its ob]ect is to 
prevent workeis in services declared by the Government as ‘ essential * 
from leaving their employment ^ 

/"§38 Trade Union Movement in India. — Already in 1918 trade unions 
were organized in Madras under the leadership of Mr B P Wadia 
From Madras the trade union movement spread to Bombay The 
industrial unrest, which may said to have* commenced in igiy, 
resulted in the creation of a number of labour organizations These 
were, however, temporary in character and dissolved into thin air 
as soon as their immediate object, whether it was increase of wages 
or any other thing, was fulfilled They were ‘ little more than strike 
committees consisting of a few officers and perhaps as few paying 
members ’ s This situation has, however, been gradually improving 
In the initial stages of the movement the presence of actual economic 
distress was piactically the only bond among the workers, which 

^ See Indian Journal of Economtes^ Conference Number, 1940, article on In- 
dustiial Disputes and Legislation by P S Lokanathan 
- See indtan Year Book^ 1943-4, p 482 
* See Hurst, op cit ^ p loi 



tended to weaken when conditions were moic favouiable Latterl) 
the movement has shown distinct signs o£ vigoui and has been helped 
by the Trade Union Act of 1926 Moreover, the trade union move- 
ment m India has almost fiom its inception had the advantage of an 
all-Indid oigani/ation like the All India Tiade Union Congiess which 
has been holding annual sessions since 1920^ The creation of the 
^tei national Laboui Office hastened the establishment of a central 
^adc union oiganization in India The presence of its representatives 
at the annual Labour Conferences at Geneva has bi ought the Indian 
movement into direct touch with the movement in the Western world 
The All India Trade Union Congress had in 1940 a total numbei 
of igi Unions with 354,541 membeis affiliated to it The total number 
of registered trade unions under the Tiade Union Act of 1926 (see 
below) was nearly 700 in Septembei 1939 Dm mg the same month 
the total membership of these 700 Unions was considerably over half 
a million- The percentage of female workers was very small, being 
less than 4 per cent of the total membership Not all these unions, 
howevei, are equal in strength and vitality About half of them aie 
organizations either of Government servants or of persons connected 
with Government employment Trade unionism has met with com- 
paratively greatei success among failway and postal employees, but 
on the whole it is weak in the great organized textile and mining 
mdustiies The Ahmedabad Textile Labour Union is, however, the 
biggest and best organized tiade union in India 
§39 Difficulties of the moYement in India — The special difficulty 
of the tiade union movement is, m the fiist place, the floating charactei 
of the laboui population (see §3) In the second place, labour in 
centies like Bombay and Calcutta consists of a heterogeneous mass 

^ In 1929, there occur: ed a serious split in the lanks of the Tiade Union 
Congress and there came into e'vistence three distinct groups, viz the communist 
group, the liberal gi oup and the lest In 1935 a Joint Committee of the two 
principal 01 ganizations, viz the All-India Trade Union Congress and the National 
Tiades Union Federation *(193 3) was formod with i view to promoting unity Uni- 
fication of the Indian Trade Union movement was effected nt the joint session 
of the two bodies m April 1938 The Ttade Union Federation was absotbed into 
the Trade Union Congress at the session of the Congiess held m 1940 There 
was however another split at the session of the Congiess held in Bombay on 28-29 
Septembei 1940, caused by its adoption of a resolution of neutiality with tlie war 
effort Dr Aftab Ah, President of the Seamen’s Union it Calcutta, desiring to 
support the war effoit, di&afiiliated his Union from the Congiess Anefther section 
headed by Mr M N Roy and Mr Jamnadas Mehta also formed a new central 
organization knov^n as The Tiade Union Federation with its head office at Delhi - 

- Messrs Purcell and Hallsworffi, Butish Trade Union delegates to India, 
calculated that there were m all 21^,266,109 peisons in the organizabte groups of 
workers (including 21,676,107 agricultural field and farm labourers, but excluding 
domestic servants and Postal and Government office employees) in the various in- 
dustues in India See Report on Labour Conditions in. India (British Trade Union 
Congress Delegation 1928), p 15 
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oi men speaking a variety o£ languages and, therefore, not feeling 
intimately drawn to each other Where, however, the proportion of 
emigrant laboui is small, as in Ahmedabad, the trade unions are 
much stronger than elsewhere Thirdly, many labomers dislike the 
idea of regular contributions and union discipline, and this accounts 
for the small percentage of men eni oiled in any establishment Even 
a small contiibution is felt as a burden owing to the great poverty 
of the average worker Fourthly, the majority of the workers are 
illiterate and are, theiefore, unable to find leaders from their own 
ranks This accounts £oi a special feature of the trade union move- 
ment in India, namely that it has been largely led by men from the 
middle classes,^ professional lawyers and others who have not m all 
cases distinguished between political and economic considerations 
Moreover, their interests are divided amongst many unions and their 
knowledge of technicalities is generally slight Another handicap 
IS the absence of a true democratic ideal, which is so essential for 
effective trade unionism Lastly, successful trade unionism depends 
on at least a temporary acceptance of the existing social order with 
a view to gaming as much for labour as possible^ It working- 
class leaders are fiankly out to destroy the present capitalistic order 
of society their influence must weaken the trade union movement 
According to many competent observers this points to one of the 
principal reasons of the weakness of the movement in Bombay as 
contrasted with the striking success it has achieved in a centre^like 
Ahmedabad The representation given to laboui m the Provincial 
Legislative Assemblies under the Government of India Act (1935) 
thiough special constituencies comprising registeied Trade Unions 
IS, however, expected not only to promote registration of new unions, 
but also to ensure maintenance of proper books of account and registers 
of members 

§40 Trade Union Act of 1926 — A decision of the Madias High 
Court at the end of 1920, giving \n injunction lestrammg trade union 
officials or organizers from influencing labourers to break their contracts 
with their employeis by striking to obtain increased wages, revealed 
the necessity of legislation for the registration and protection of Indian 
tiade unions Mr N M Joshi, the Labour Member, first brought 
the question before the Assembly in Match igsi and his persistent 
effoits in this connexion finally boie fruit when the Trade Union Act 
passed in 1926 came into force on 15 June 1927 The Act defines the 

^ *As in the early days of British trade unionism, when it had to rely largely 
upon men hke Robert Owen, Francis Place, and later, Kingsk\, I udlow and Frederic 
Harrison, so too the Indian movement m its corresponding stage is almost wholly 
dependent upon the lawyer or pleader” class for its union presidents and secretaries * 
— Report on Labour Conditions %n India (British Trade Union Congress Delegation 
1928) For some inteiestmg comments on this subject sSe L C R , pp 324-5, 338-9 

“ A.hmad Mukhtar, Trade Untomsm and Labour Disputes in India 

n --8 
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legal position of Indian trade unions in definite and pieci&e terms 
The registration of trade unions is optional, but the Act confers 
certain valuable privileges on the registered bodies denied to those 
that choose to remain unregistered The registered traae union is 
required to define its name and the objects for which it is established 
It must keep a list of members and provide for a regular annual 
audit of Its funds which must be spent on certain specified objects 
calculated to piomote the obvious interests of the membeis Not less 
than one half of the officebearers of a registered trade umon must 
be persons employed in the industry concerned As against these 
restrictions, the Act grants immunity from criminal liability to all 
trade union officials acting in furtheiance of all legitimate objects 
of the union Nor are they liable to be indicted for conspiracy 
The Act provides that (1) no suit shall be maintainable in any civil 
court against any officer or member of a registered union in respect 
of any act done by him m contemplation or furtherance of a trade 
dispute on the ground only that such act induces some othei persons 
to break a contract of employment or is an interference with the trade, 
business, or employment of some other person or his right to dispose 
of his capital or labour as he will?, and that (11) no suit shall be 
maintainable in any civil court against a registered trade union in 
respect of any act done in contemplation or furtherance of a trade 
dispute by any person acting on behalf of a trade union, provided 
It 1^ proved that such peison acted without the knowledge of or 
contrary to express instructions given by the executive of the trade 
umon A registered trade union may cieate a fund for the piomotion 
of the civil and political interests of its members, the contributions 
however bding on a strictly voluntary basis 
/ 

' Industrial Welfare ^ 

§41 Nature of welfare work. — Welfare work has been variously 
defined One definition confines it* to the voluntaiy effoits on the 
part of employers to provide the best conditions of employment m 
their own factories A definition moie generally accepted includes 
within the scope of welfare work 'all effoits which have for their 
object the improvement of the health, safety and general welhbeing and 
the industrial efficiency of the worker ’ ^ 

These efforts may be made by employers of labour, or the State, 
or the employees themselves, 01 by social agencies Fiom one point 
of view, these activities may be icgarded as humanistic, aiming at 
the welfare of the industrial population From the nanower and 
purely utilitarian point of view, so-called ‘welfare work’ may be 
regarded as ‘ efficiency work ' having a direct favourable reaction on 

^ On this subject readi- L C i? , ch xiv * 

Presidential Address. All-Indian Wplfar^ C.nn'Fe»i*ftnr‘o 
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the physical contentment and efficiency of the operatives and thus 
helping to counteiact the migratory tendencies of Indian labour 
Welfare work may also be considered as a means of developing a 
sense of lesponsibihty and dignity amongst an illiterate class of workers, 
making them good citizens 

§42 Divisions of welfare work — Welfare work falls into two- broad 
classes (1) activities inside the factoiy, 01 intramural welfare work, 
and (11) activities outside the factoiy, or extra-mural work As regards 
mtra-mural work lor impioving conditions of woik inside the factory, 
an account of what has already been done by the State and, to a 
smaller extent, by employers, has been given eailiei in the chaptei 
In the past, welfare woik, especially in regard to the proper 
utilization of leisure tunc, has received little attention at the hands 
of employers of labour, and such efforts as have been made have 
mostly taken the £01 m of providing medical aid, minor educational 
facilities and housing It is, however, receiving increasing attention 
at the present time, owing to the seiious growth of industrial unrest 
The Social Service League of Bombay was able, m 1918, to induce 
two enlightened mill agents to entrust to it the orgamzation and 
management of two workmen’s ijistitutes for the benefit of operatives 
working in mills under the agencies of Curnmbhoy Ebrahim k Sons 
and Tata Sons In 192s an All-India Industiial Welfare Conference 
was held in Bombay It discussed several interesting problems connect- 
ed with welfare work and was able to effect some coordination of 
work earned on by various agencies at the different centres •The 
All-India Trade Union Congiess has also been diiectmg its attention 
to welfare work for some time past In May 1926 the Government 
of India asked all the Provincial Governments to collect full infor- 
mation with regard to the steps taken and efforts made to ameliorate 
the conditions under which the workers live when not actually employ- 
ed This inquiry was undertaken m response to a recommendation 
adopted by the Sixth Session of^the International Labour Conference 
requesting the various Governments concerned to supply the Inter- 
national Labour Office with up-to-date information regarding the 
use of the worker’s spare time 

Besides the interest shown by some of the more enlightened 
employers in Bombay, several employers of labour at the other 
industrial centres have also instituted welfare schemes for the benefit 
of their opeiatives in Madras, Nagpur, Jamshedpur, and Gawnpore 
The welfare work carried on by the Buckingham and Carnatic Mills 
in Madras for several years past is well known At Nao'pur the 
Empress Mills have entiusted the task of looking after the welfare 
of their employees to the YM C A The Board of Directois of the 
Tata Iron and St^eel Company at Jamshedpur have put £01 ward 
the claim that 'the attitude of the compan'j^ from its earliest days 
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towards labour and its piovision of housing, education, welfare, 
water supply, diainage, hospital, and other public services on a scale 
unexcelled in India, have met with the approval of public men of 
all shades of thought ’ At Cawnpore, the Biitish India Corporation 
have piovidcd for a Welfare Supeimtendent to manage the two settle- 
ments that have been built to house their workers Some of the 
municipalities, like the Bombay Corporation, Port Trust and public 
utility services, especially lailways, have also taken steps to piomote 
the welfare of their employees Lastly, several social service agencies, 
such as the Bombay Social Service League started by the Seivants of 
India Society, and similar leagues in Madias and Bengal, the Seva 
Sadan Society, the Bombay Presidency Women’s Council, the Maternity 
and Infant Welfare Association, the Y M C A , the Depressed Classes 
Mission Society, and missionary societies, are all playing a useful part 
in the organization of welfare work both by helping employers of 
labour and by independent efforts 

Under provincial autonomy most of the Provincial Governments 
took active measures to supplement the welfare and recreational acti- 
vities undertaken by employers and other agencies mentioned above, 
by initiating large welfaie schemes ^f their own The Government 
of Bombay have, foi instance, opened welfare centres m the industrial 
aieas m Bombay and other cities in the province ^ 

The Cawnpore Labour Enquiry Committee in their Report 
(par 31) urge the establishment of a Welfare Council containing the 
representatives of various institutions interested in this work 
§43 Items of welfare work — (1) Education —The unsatisfactory 
position regarding the education of industrial workers has already been 
noticed ^ Some enlightened employers of labour like the Tatas have 
ananged for the education of the children and adult operatives in day 
and night schools The Social Service League of Bombay and the 
y M C A have also done much to promote the education of the indus- 
trial workers m schools as well as by ^provision of reading rooms and 
libraries (11) Medical aid— The provision of facilities for medical 
attendance appears to be fairly general in the large and important 
factories in India, though it is rare to find the needs of female workers 
met by the appointment of special lady doctors (111) Maternity 
benefits —In the interests of women workers and their children Western 
countries have introduced maternity benefits and prohibition of 
employment of women for some peuod before and after child-birth 
The fact that women workers m India are also domestic diudges makes 
similar arrangements here all the more important The Washington 
International Labour Conference of i9i<) adopted a diaft convention 
concerning the employment of women hefoie and after child-birth 
While India was not expected to ratify the convejntion immediately, 

- ^ Indian fear Boofe, 1940-1, p 559 ^ See ch 1 §9 
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the Government of India were invited to make a study of the question^ 
including the grant of maternity benefits, and to report to the next 
Conference The mquines in connexion with the report submitted 
showed that such schemes had been instituted only by very few employ- 
ers of labour The repoiting Provincial Governments, however^ 
expressed their willingness to encourage the institution of further 
voluntary schemes Additional inquiries made by the Government 
of India in June 1924, showed that, in the three big organized indus- 
tries of Bengal, namely jute, tea and coal, there were several definite 
schemes of maternity benefits In the tea gaidens in Assam, and the 
Assam Railways and Trading Company, in the mines of Bihai and 
Orissa, in the factories of Bombay, Madras and the Cential Piovinces* 
there are a large number of these schemes in operation, under which 
scveial concessions aic allowed, such as grant of leave foi varying 
periods during piegnancy, supply of iiee milk and feeding bottles, etc 
Over and above all this, Bombay has a growing number of maternity 
homes In her final report, Dr Barnes, the lady doctor appointed by 
the Bombay Government in connexion with maternity benefits to 
women workeis, gives interesting details regarding the maternity 
allowances granted by the Tata group of mills Two mon ths* wages 
are given _a s allowanj Le^one month beto e and one month after c on- 
finement) to a woman wor kei wi th a s ervice of a t le ast.. eleven, months 
tq^er credit^pn4irjoducti^^ of a certificate from a lady doct oi regard- 
mg the completion^pf^mght_months^gfjprpgnancj^ri^on^Jier ^vir^ 
a n und ert akin g not jo_wprkJ^r a jyage^anyw^ else 

In 1924 Ml N M Joshi introduced in the Assembly a Bill to 
legulate the employment, before and after confinement, of women m 
factoiies and mines, and on estates to which the Assam Labour and 
Emigration Act of 1901 applied, and to make provision for the payment 
of maternity benefits It provided for the grant of leave six weeks , 
before and after confinement and of maternity allowances by local 
Governments from a maternity benefit fund subscribed to by employers 
of labour The Bill was rejected by the Assembly on the ground 
that It was too much in advance of public opinion in India Similar 
legislation was, however, passed for Bombay m the form of the 
Bombay Maternity Act (1929) It applies in the first instance to 
certain selected cities in the piovince but can be extended to other 
places by the Government The Act, as amended in 19^4, prohibits 
the employment of a woman during four weeks immediately following 
the day of deli\ery, and makes it illee^al for her to work m any factory 
duim^ this period Maternitv benefit at the rate of eie-ht annas a day 
for the actual period of absence not exreedmg four weeks befoie ron- 
finement and four weeks immediately after confinement, can be claim- 
ed by a woman from her employer provided ?!he has been employed 
in his factory for not less tljan nine months immediately preceding 
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the date on winch she notifies her intention to absent heiseif from 
work owing to approaching confinement within one month next 
following If, however, she woiks in any factory during the period 
of leave granted her, she foifeits her claim to the maternity benefit 
In 1938 the Act was extended to women employed in all industrial 
concerns in the province The Report of the Factoiy Inspector, 
Bombay, shows that the Act is having a restrictive effect on the 
employment of women A Maternity Benefit Act of limited appli- 
cation was also passed in the Central Piovmces in 1930 The Madras 
Maternity Benefit Act (1935) closely follows the provisions of the 
Bombay Act Legislation of this type, however, requnes to be passed 
on an all-India basis so that employers in all the provinces are equally 
made subject to the obligations imposed by it (iv) Recreation — 
The value of reci eation hardly needs to be specially stressed Anything 
should be welcome that adds a little colour to the life of the worker, 
which for the most part is set in grey It is also most important to 
induce the worker to utilize his spare time so that he is kept away 
from the liquor shop and the bucket-shop and geneially to increase 
the attractions of industrial work yfi the towns and make him less 
reluctant to settle down permanently at the industrial centres In 
this connexion, the activities of the Social Service League, Bombay, 
which has organized a Working Men’s Institute at Parel, and of 
some enlightened employers like Tatas and the Buckingham and 
Carisratic Mills, Madras, deserve special mention, the Government 
of Bombay also deserve to be congratulated on their welfare centres 
^As a result of such activities provision is made for outdoor sports 
f and indoor games, entertainments, such as cinema shows, magic 
lantern lectures, musical concerts, dramatic performances, wrestling 
matches, etc (v) Housing— This question has already been fully 
discussed earlier in the chapter^ (vi) Co-operative Societies —The 
work done by co operative societies fqr industrial workers has already 
been alluded to in the chapter on the cooperative movement^ 
(yii) Grain and cloth shops— Some mills maintain shops where cheap 
gram and cloth are sold to the workmen, thus preventing them from 
being swindled by the bama, though the more elastic credit given by 
the hama offers a great temptation to the workers to make their 
purchases from him, a tendency fostered by the degeneration of some 
of the null shops into * truck ’ shops The only satisfactory solution 
lies m the organization of co-operative stores (viii) Teashops and 
canteens —There is a very meagre provision of teashops and canteens 
though there is an imperative need for proper facilities for obtaining 
good and wholesome tea and cooked food There are only a few 
canteens of the type which made considerable progress in England 
under the stress of production during the lag: war Caste difficulties 
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and the conservatism of women have acted as great obstacles It is 
important, however, to make every effort to overcome these difficulties 
in order to improve the health and the sobriety of the workman 

The most lecent amendment of the Factories Act noticed above 
(§27) contains several piovisions in connexion with welfare, for 
example maintenance of adequate shelters for rest, reservation of 
rooms for the use of children of women employed m factories 
employing more than fifty women, provision of first aid appliances, 
etc Not only does welfare work require to be greatly extended m 
India but it should also be controlled more and moie by the workers 
themselves At present it is largely controlled by employeis, and this 
impinges upon trade union organization and its activities The 
selection of leading workeis to associate with the management of 
welfare committees is scarcely a satisfactory arrangement as it tends 
to detach them from the general body of workers ^ 

In spite of the various welfare activities noted above, the fact re- 
mains that the vast majority of workers m India are without the benefit 
of any welfare schemes The Government of Bombay gave a lead m 
this matter by providing a sum of Rs 1,20,000 in the budget estimates 
of 1938 9 the amount provnied for this purpose m 1943-4 is 
Rs 2,20,700 Bombay’s example has been followed by other provinces 
such as Bengal, Sind, the C P , Bihar, and the U P ^ 

The Government of India have recently (1942) lecognized the 
value of welfare work by appointing Mr R S Nimbkar, the well- 
known labour leader in Bombay, as Central Adviser on Labour 
Welfare, and assistant Labour Welfare adviseis in the different 
provinces 


^ See Report on Labour Conditions in India (British Trade Union Congress 
Delegation 1928), p 12 

The U P Government decided in 1943 to open 24 Welfare Centres in the pro- 
vince Bengal has already started 30 centres 



CHAPTER IV. 

THE NATIONAL DIVIDEND 

§1 Estimates of national diYidend in India Dadabhai Naoroji's 
estimate.— The first seiious attempt to estimate the national income 
in India was that of Dr Dadabhai Naoroji in his well-known book, 
Poverty and Un-Brittsh Rule in India This estimate is based on 
official figures relating to the years 1867-70 Dr Naoroji explains the 
principles he followed in these words I have taken the largest one 
or two kinds of produce of a province to represent all its produce I 
have taken the whole cultivated aiea of each district, the produce per 
acre, and the price of the produce , and simple multiplication and 
addition will give you both the quantity and value of the total produce 
From It, also, you can get the correct average of produce per acre, and 
of prices for the whole produce ' Working on this basis he arrives 
at the figure of £277,000,000 as the value of the gross agricultural 
produce From this he deducts six per cent for seed The balance 
left amounts to £260,000,000 Next, £17,000,000 is taken as the value 
of salt, opium, coal, and piofits of commerce The value of manu- 
factures IS put down at £15,000,000 An equal amount is allowed for 
the annual produce of stock, fish, milk, meat, etc and £30,000,000 
IS fuyher added for any contingency All these items add up to 
£340,000,000, and taking the population at 170,000,000, the per capita 
income for Biitish India comes to 4.0s or Rs 20 per head Dr Naoroji 
then proceeds to show on the basis of jail dietaries and rations for 
emigrant coolies, etc that this is less than the Rs 34 or so which is 
required for bare subsistence, and he comes to this conclusion — 

' Even for such food and clothing as a criminal obtains, there is hardly 
enough of pioduction eyen m a good^ season, leaving alone all little 
luxuries, all social and religious wants, all expenses on occasions of 
joy and sorrow, and any provision for a bad season Such appears 
to be the condition of the masses of India They do not get enough 
to provide the bare necessaries of life * As the balance of income 
every year available for the use of the people of India did not suffice 
for the wants of the year, the capital wealth of the country was being 
drawn upon, and the country went on becoming poorer and poorer and 
more and more weakened in its capacities of production ' 

Dr V K R V Rao considers that Dr Naoroji’s figures in respect 
of meat, milk, fish and industry are definitely underestimates The 
value of the output of meat, milk, and fish is about 25 per cent of the 
value of agricultural produce On this basis the income from this 
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source would be 65 million instead of 15 million pounds The 
proportion of population supported by industry is much above 6 
per cent of the agricultural population and it is reasonable to suppose 
that the income per head of industrial workers is greater than that 
of the agncultuial population The income from manufactures 
should therefore have been put down at about 60 million pounds rathei 
than 15 million pounds 4 further addition is necessaiy in connexion 
with transport, public force and administration, piofessions and 
domestic seivants Aftei all these corrections the figure for national 
income will be found to increase from Rs 20 to somewhere between 
Rs 23 and Rs 2 } ^ 

^2 National income between 1875 and 1911 — The next mquiiy to 
be noticed after that of Dr Naoro]i was undcitaken m 1882 by Eail 
Ciomer (then Major Evelyn Baring) and Sir (then Mi) David Barboui, 
and their results were follows — ^ 

Agricultural income 

N on agi icultural income 

Total income 

Divided amongst 194,559,000 people, which was the figure for the 
population at that time, the aveiagt amount per head came to Rs 27 

We may next notice Digby’s estimate which pioceeded on the 
assumption that the Government land revenue bears a definite 
relation to the outturn, and the peicentage between the total outturn 
and the land levenue was taken at a varying figure as ai rived at by 
Romesh Chundra Dutt and used by him in his Open Letters to Loid 
Curzon The percentages were as follows — 

In Bengal 5 to 6 pci cent 

„ the N "W Piovinces 8 „ „ 

„ the Punjab , 10 „ 

„ Madras 12 to 51 „ „ say 20 

„ Bombay 20 to 53 „ „ say 25 

Digby's calculation yielded the following lesults — 

Agricultural income for 1898-9 Rs 285,00,00,000 £189,000,000 

Non agncultuial income 

(half above) „ Rs 143,00,00,000 f 95 000,000 

Total Rs 128,00,00,000 ^284,000,000 

Divided among 24,50,00,000 people, which, according to the 
calculations of the Government of India, w^as the probable figure foi 

* See V K R V Rao, Indians National Income 1^25-2,9, pp 17^22 

^ See W Digby, Prosperous India p 366 ^ 


Rs 350,00,00,000 
Rs 175,00,00,000 

Rs 525,00,00,000 
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the population, the average income would on this basis be Rs 17-8-5 
The census of 1901, however, returned only 25,10,00,000 as the total 
population On this basis the per capita income would be Rs 18-8-11, 
in a good year For the famine year 1899-1900, Digby calculated it 
would be as low as Rs 12 6-0 

Lord Curzon, m reply to this and other similai statements, worked 
out his own estimate on the basis of the figures collected for the Famine 
Commission of 1898, giving the latest estimate of the value of agricul- 
tural income in India, which was placed at Rs 450,00,00,000 The 
calculations of 1880 had shown the average agricultural income to be 
Rs 18 per head and, taking the figures of the latest census for the 
same area as was covered by the earhei computation, it was found 
that the agricultural income had inci eased to Rs 20 per head Assu- 
ming that the non-agi icultural income had also increased in the 
same ratio, the average income would come to Rs 30 per head in 1900 
as against Rs 27 in 1880 Lord Curzon admitted that the data were 
not incontroveitible, but he pleaded that the figures of 1880 were 
also to a certain extent conjectural and that, if one set of figures was 
to be used in argument, so equally ii^ught the other He also admitted 
that the advance in economic position revealed by the calculations 
was not m itself ‘ very brilliant or gratifying * But at the same time 
they showed that the movement was in a forward and not backward 
direction 

Digby now again returned to the charge and re-exammed the 
question in order to show that Lord Curzon's estimate erred too much 
on the side of optimism As regards agi icultural income he adopted 
the same old plan of deducing it from the land revenue But in the 
case of the non agncultural income, instead of assuming it to be half 
of the agricultural income, he examined a large number of items 
and came to the conclusion that the total income of the country was 
£259,000,000 which, divided among a population of 226,000,000 
people, gave Rs 17-4 as the average income per head ^ 

F ]■ Atkinson wiote a paper m 1902 entitled *A Statistical 
Review of the Income and Wealth of British India which was read 
before the Royal Statistical Society in London He divided the total 
population into three classes (1) agricultural, (11) non-agricultural 
(poorer), (m) Non-agi icultural (well-to-do) The income of class 
(1) was calculated on the basis of statistics of area, yield and prices 
The income of class (11) was obtained by multiplying the number of 
different kinds of earners by wage-rates appropriate to each For 
class (iii"^ civil estimates for Government officials and income-tax 
leturns for the professional classes were used On this basis Atkinson 
estimated that the per capita income was Rs 30 5 ip 1895 and Rs 39 5 

^ Digby’s estimate like Dr Naoro;)i*s does not take account of the value of services 

^ I 
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in 1895 allowance was made for seed, wastage and depreciation 
The number of those gainfully occupied as well as the period during 
which they were occupied was overstated, and certain extraoiximary 
additions, such as the income of mendicants, were made The final 
Tesult was therefore a considerable overestimate and Dr Rao finds it 
necessary to correct Atkinson’s figure of Rs 5 to Rs 31 5^ 

§3 Madia and Joshi’s estimate — P A Wadia and G N Joshi have 
woiked out an estimate of the national income of India with reference 
to the year 1913-142 We may briefly indicate the results of their inquiry 
The agiicultural production is put down at Rs 1072,99,93,282, from 
which IS deducted 20 per cent as the amount invested or set apart for 
seeds, manure, etc This gives a net figure of Rs 8 p;8,39,94,626 As 
regal ds mineral production the gross value is calculated at Rs 14,40, 
95,000, from which 20 per cent is again deducted for depreciation in 
value and the working cost so far as it affects wages (mineial produc 
tion having been included in the value of manufactures estimated 
at a later stage of the calculation) We thus get a net valuation of 
Ts 11,52,76,000 Next follows the valuation of various products, 
such as hides and skins, manure* , wool, silk, poultry products, on the 
assumption that exports of these products amount to 80 per cent of 
the total pioduction To this is added the value of the products 
of fisheries calculated at 4 annas per head for 275 days for 
865,000 persons engaged in fisheries The final addition ^is in 
connexion with the valuation of products worked by artisans, and 
earnings of labouiers engaged in trade and transport, at 4 annas per 
head per day for 310 days for 18,000,000 persons All this works out 
at a total of Rs 154,29,58,750 The next item dealt with is the produce 
of the live-stock The figures taken in this connexion relate to the 
year 1917-18 and it is assumed that the difference between the number 
of cattle in this year and thaf^ in 1913-14 could not be appreciable 
The total annual value of all the cattle is estimated at Rs 349,05,1 1,518, 
from which the value of the services of cattle for agricultural purposes 
is deducted to prevent duplicate reckoning, seeing that these services 
are already included in the value of agiicultural production as given 
above As regards the added value of manufactures, this is arrived 
at by taking it to be one-fifth or 20 per cent of the gioss total of raw 
materials (Rs 204,76,65,000) This gives the figure of Rs 40,95,33,000 
The authors proceed to make various deductions from the total 
gross income arrived at by the method described above, and they 
give the following statement showing the various sums to he deducted 
irom the aggregate national income in 1913-14 — 

^ V K *R V Rao, op cit , pp 2^-36 
Jhe Wealth ^of India, pp 97-112 
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1 

2 

3 

4 

5 


Home chaiges 

Investment of foreign capital on behalf of 
the Government 

Profits on foreign capital invested in India 
Investment of new foreign capital in India 
Remittances of money from India on private 
account by Government officers, European 
employees m banks, jomt-stock com- 
panies, etc 


£20,000,000^ 

8.000. 000 
39,000,000 

5.000. 000^ 


10,000,000 


£82,000,000 


— Rs 123,00,00,000 


The following table thus sums up the results of Wadia and Joshi's 
estimate 


Total Annual Income or National Dividend of British 
India m 1913 14 


t 

1 

1 

Total 
valuation 
(in rupees) 

I A.gncultural production 

85 S, 30 , 94)<526 

2 Mineral production 

11,52,76,000 

3 Miscellaneous products and 


eainmgs of artisans, etc 

154.29.58,750 

4 Produce of live-stock ' 

145,10,34,634 

5 Manufactures 

40,95,33,000 

Total net ijaluaiion 

^ 1,210,27,97,010 

Deduct for home charges, etc 

123,00,00,000 

Net annual income 

1,087,27,97,010 


Dividing this net income by the total population of British 
India, namely 245,189,716, we get as the annual income per head 
Rs 44-5-6 or £2-19-1 

The population of British India according to the census of 1911 
was 244,189,716 To this has been added 1,000,000 as representing 
the possible increase in numbers in three years 

The autliors of the Bow*ey-Robertson Report pointy out that the value of thifc 
item has been deducted twice instead of once 
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§4 Shah and Khambatta^s estimate —Shah and Khambatta’s estimate 
IS summarized m the following tabled 


Items 

Pre-war 

period 

1900-14 

War and 
post-war 
period 
1914-22 

Whole 
period 
1900 22 

Yeai 

1921-2 



(Crotes of rupees) 


Agricultural produce 

1014 S 

1686 5 

1257 1 

215s 8 

Deduct for seeds 

20 

j >5 

35 

58 

Net agncultural produce 

094 S 

‘651 s 

1232 i 

2097 h 

Forest wealth 

10 

20 

34 

28 

Fisheries 

1 2 

2 5 

I 9 

3 ^ 

Manufactures 

80 

ic;o 

106 

186 

Mineial wealth 

10 

21 6 

14 

28 7 

Buildings, etc 

10 

16 4 

12 

20 ^ 

Total 

1 lob 

1862 

13B0 

2364 


This gives the pei 
capita gross income of* 


Rs 36 for 1900 14 
Rs 58^ for 1914-252 
Rs 44^ for 1900-22 
Rs 74 for 1921-2 


Making an adjustment with reference to the change in the level 
of prices, the income is stated at the pic war average price-level as 
amounting to Rs 36 per head for the prewar period, and Rs* 38-2 
foi the war and the post-war periods Fiom the gross income the 
authors make a number of deductions on account of home charges, 
etc and come to the conclusion that this ‘ diain ’ takes about Rs 7 
away from the pey capita income for 19212, leducing it to Rs 67 
Dr Rao calculates that Rs 7 would have to be added to this per capita 
figure in view of (1) the non-inclusion of services and of (11) clear 
underestimates under the headings of ‘ live-stcfck ' manufactures and 
handicrafts ’ and ' transport and trade ’ 

§5 Findlay Shirras’s estimate —In the estimate made by G Findlay 
Shirras for the years 1920-1 and 1921-2, he puts the agricultural income 
for the former year at 171,494 lakhs of lupees and for the lattei at 
198,341 lakhs of rupees, and the non-agricultural income at 883 croies 
of rupees On this basis the pen capita income comes to Rs 107 foi 
1921, and Rs 1 16 for 1922 Shiiias points out that, in all the inqunies 
between 1881 and 1911, it had been assumed that the gioss income of 
agriculturists and non-agncultunsts was distributed between the two 
classes in proportion to their numbers This worked satisfactorily 
enough so long as the country was industrialized only to a small degree 

^ Shah and Khambatta, 'j^ke Wealth and Taxable Capacity of India, pp ipg-aoa 
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But during the previous few years lapid changes had taken place, 
and some additional allowance was theiefoie necessary in ordei to 
arrive at the total non agricultural income,^ and the addition of Rs 75 
crores appeared to meet the requirements of the case, giving the total 
of Rs 883 crores One of the obvious criticisms of Shmas's estimate 
IS that, contraiy to the usual practice, he makes no deductions on 
account of seed m computing the agricultuial income It should 
further be noted that the non-agiicultuial income is about 40 per cent 
of the agiicultural income m Shirias’s estimate, wheieas it is only 
about 10 pel cent in Shah and Khambatta s estimate and about 30 per 
cent in that of Wadia and Joshi This disparity is due, among other 
things, to the difference in the tieatment of the service utilities Shah 
and Khambatta exclude the services fiom then computation, wheieas 
Shirras includes them 

^6 ¥. K* R ¥ Kao^s estimate— The latest estimate is that by 
Di V K R V Rao for the yeai According to Di Rao the 

net income of British India m the year 1931-2 was between say 
Rs 16,000 millions and Rs 18,000 millions or a pei capita income 
of Rs 65 with a margin of error of + or — 6 per cent The details 
are given below — ^ 


Description 

Value in 
millions of 
rupees 

Margin 
of error, 
percentage 

Value of Agriciiltur'il output 

5.927 



Value of Live stock products 

1 2,683 

=b 50 

Value of Fishing and Hunting 

120 

d: 20 

Value of Forest products 

92 

— 

Value of Mineral produce 

180 : 

— 

Incomes assessed to income-tax 

2,161 

— 

Incomes not assessed to income tax of workers 



engaged in industry 

2,100 

=h 17 

Incomes not assessed to income-tax of workers 



engaged in service of the State, Railways, 



Posts and Telegraphs " 

590 

•— 

Incomes not assessed to income-tax of workers 



engaged in Trade 

L233 

i IS 

Incomes not assessed to income-tax of workeis 



engaged m Professions and Liberal Aits 

416 

i: 15 

Incomes not assessed to income-tax of workeis 



engaged m Transport other than Railways, 



Posts and Telegr iphs 

283 

ds 20 

Incomes not assessed to income-tax of workers 



engaged in Domestic Sei vices 

325 

± 20 

Miscellaneous items 

780 

± 10 

Grand Total 

16,890 

i 6 


Dr Rao claims greater accuracy for his as compared to previous 
estimates on the ground that he has supplemented the available statis- 

The Science of Tuhhc Tmance (second edition), pp 138-45 
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tical material by a number of ad hoc inquiries in respect of ‘ output 
of meat and milk, incomes of persons engaged in industiy, seivice of 
local authorities, domestic service, etc 

§7 Difficulties of interpretation and comparison.— In compaimg these 
results the reader must bear in mind seveial cautions The first is 
that they relate to different dates and, before a comparative analysis is 
made of the economic condition of the people as between one date 
and another, the difference in prices at the two dates must be taken 
into account Thus, Rs 45 m 1913 14 would be equivalent to Rs 81 
in 192 i-s on the assumption of an 80 pei cent use of puces Another 
fact to be remembered is that the area coveied by the computations 
IS not in ^very case the same For instance, Shah and Khambatia 
include not only British India but also the Indian States, and if a 
comparison is to be instituted between then estimate and another one 
which is limited to British India, we should piobably have to laise 
the per capita figure of Shah and Khambatta somewhat, assuming 
that British India is slightly richer and economically moie advanced 
than the Indian States taken as a whole We must further allow £01 
the difference in the methods adopted m the inquiries We have 
already seen, for example, that Shirras does not make any deductions, 
whereas the other estimates make them to a smaller or greater extent 
Again, we must remember that there is a difference of treatment aris- 
ing from divergent views as to the constituent elements in the national 
dividend As we have seen above, Shirras’s estimate includes the 
incomes of the professional classes, ^ while they are deliberately ex- 
cluded in some of the other estimates In order to institute profitable 
comparisons between the results of inquiries relating to two diffeient 
periods, we must not take the actual figures as they are given, but as 
they would have been if the methods adopted had been identical 
Another point to notice is that, generally speaking, the later valuations 
are on a more scientific and careful basis , and as Shin as points out, 
if the old methods were followed in preference to his more elaborate 
method, the values of agricultural produce and non-agncultural 
income in his estimates would be appreciably lower 

Care is also necessary in drawing infeiences about economic 
welfare from the per capita income Here it is important to consider 
not only the average income per head but also the composition of the 
national income In the case o£ India, for instance, an inquiry as to 
how much of the national income is in the form of food-stuffs would 
be specially pertinent For, if the supply of an absolute necessary 

^ V K R V Rao, The National Income of British India^ 1^31 32, p 4 and 
pp 185-6 

" Shirras does not explicitly include services m his mam estimate, but hu checks 
his hgiires for non-agticultural income by a table in wjhich the valuation of services 
IS included ^ 



INDIAN ECONOMICS 


1^8 

ot life IS disclosed to be msu&cient, additions to the national income 
in other forms cannot be legardcd as of the same order of impoitance 
as food-smffs Again, if sei vices are included in the computation, 
the semi-political question whethei some of the services are not over- 
valued in India cannot be ignoied 

Lastly in considering the lesult of any paiticular mquiiy we must 
take into account the spirit and purpose underlying it Most of the 
investigations refen ed to above have been admittedly informed by a 
spnit of political contioversy Not infrequently we find the course 
of the investigation interrupted by road side notices that the particular 
valuation is a deliberate underestimate or overestimate, as the case 
may be The curious thing, however, is that the pietended under- 
estimates almost invariably give us a higher figure than the pretended 
overestimates, because liberal concessions granted to rival disputants 
* for the sake of argument ’ in one direction are more than made up 
for by quietly taking liberties elsewhere, the effect of which is to swing 
the pendulum violently in the opposite direction 

In spite of the disci epancies in the result obtained by the different 
investigators, one fact which clearly stands out from all of them is that 
the inhabitants of this country are iDeset with a poverty for which 
there is no parallel in modern times in Western Europe Even as 
regards a prime necessity of life, such as food, the fact is beyond dis- 
pute, that a distressingly large number of the people are in a semi- 
starved condition^ 

Sometimes, however, the picture of extreme poverty gets over- 
drawn by people aiguing as if the per capita income weie the income 
of an average family We should be making the opposite mistake of 
supposing that the condition of the masses is better than it really is, 
if we did not lemember that the national income is very unevenly 
distributed Some people en]oy very much more than the average 
income and some very much less The learned professions and the 
bigger landowners, for instance, enjoy ?t very much higher income than 
the cultivators or industrial labourers The petty traders and shop 
keepers have incomes of a medium si2e Among the urban classes, 
probably half of the total income belongs to one tenth of the people 
Among those with incomes exceeding Rs 2,000 a year, 38 per cent 
have only 17 per cent of the total income, while about 1 per cent 
possess 10 per cent of the total income The inequality of distribution 
IS equally evident among the agricultural classes and is indicated, 
among other things, by the distribution of agricultural holdings 
Eor instance in Bombay, out of 22 lakhs of registered holders of land, 
10 lakhs have each a holding below 5 acres in size, 1 e 48 per cent of 

^ See vol I, ch 111, §32 C N Vakil and S K Muianjan suppoit the view 
that the food-supply is not oi^ly inadequate, but that the inadequacy is pi ogressively 
on the increase {Curyency and Pnees m Indta^ p 363) ! 
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the landholders possess only g per cent of the cultivated land, while 
1 per cent of the landholders possess i6 per cent of the total land 
There is also the large class of landless agricultural iabouiers whose 
economic position is definitely lower than that of the holdeis of 
land ^ 

Accoidmg to Shah and Khambatta more than a (^hiid of the 
wealth of the countiy is enjoyed by about one pci cent of the popula- 
tion, oi, allowing foi the dependants, about 5 per cent at most , that 
slightly more than anothei third, about 35 per cent of the annual 
wealth produced m the country, is absorbed by another ihiid of the 
population, allowing for the dependants , while 60 per cent of the 
people of British India enjoy among them about 30 per cent of the 
total wealth produced m the countiy 

It should also be lemcmbered that the pci capita income \aries 
from piovince to piovince- It \vould be largei in those piovinces 
xyhich grow commeicial ciops and which are relatively more industna- 
iized, such as Bombay, Bihar, the Punjab, Assam, the Ccntial PioMnces 
and Berai, whereas Sind, Orissa, the United Piovmccs and Madras 
are relatively pooiei piovin^es 

§8 International comparisons —•Intel national comparisons cannot be 
basfed meiely on a considciation of the pei capita income of the 
countries under compaiison Sir Robert Giiffen diew attention to 
the dangers of making these compaiisons without imtoducmg the 
necessary qualifications and of assuming ' that hguies called by the 
same names in different countries have exactly the same % afucs ' 
Figures of the income pei head do not tell us much about the economic 
well-being of the people of one countiy as compaied to people belong- 
ing to another, unless we allow for such factois as difleiences in 
standaids of living, habits and customs As Sn Josiah Stamp points 
out ‘ In the countiies to be compared, men must caie for the same 
objects in a similai way, and then scale of relative values must be 
akin To the extent to which countries divelge in this lespect, the 
comparison will be invalid The same income per head, for example, 
would obviously have an entirely diffieient significance in two countries 
so wide apart fiom each other as India and England, because the 

^ V K R V Rao, Ihe National Income of Bnhsh India, p iSq 

See Vakil ind Mur injan, op cit , pp 356-7 

® Cf ‘It IS very doubtful whethei numeiical comp inson can be safely made 
between two countnes, neither housing, clothing nor food are compaiable The 
importance of that put of income w^hich is not wages \aries greatly, and many 
’■lungs must be bought in one countiy which aie unnecessaiy 01 arc home-mack 
home-grown, or obtained fieely in another Nor should we compnie mdustual 
classes, such as workmen engaged in budding, engineering ot printing, in different 
countnes, since methods and conditions of work vary enormously, unless we make 
very broad allowances for the possible effects of such vauation ’ — A L Bowley, 
The Nature and Pur-phse of the Measurement of Somal Phenomenai quoted in 
Economic Inqmrf Committee* Report, p 117 

11—9 



INDIAN ECONOMICS 


1 

scale o£ values is diffeitiu, not only owing to dilieience in taste but 
dso because external conditions impose diHeicnt stancLuds of 
lequiiemcnts Bioadly speaking, otving to the watmei ehmale ot 
India, an appicciably smallci cxpcnditme is lec^uiied on lood clothing, 
iuel and housing than in England We must also not lose sight ol 
the lad th it ‘ a gicat paxt ol the population oi India is little contcined 
with a money economy, since it h\es on local piodtiee that nc\ei 
passes thiough a inaiket' Howc\ei, when c\eiy allow incc is made 
lor these factois, the following figuics^ aie sufficiently eloquent and 
show the ticincndous distance between India and some olhei countiies 
as legal ds economic piospeiity 


Counti) 

\ eai 

£ pti Kitpiia 

inconr 

1 

CoLintiy 

i 

V. II 

1 

\ £ pir t ifjil r 
j niLOiU' 

1 

British India 


5 

Gcuu my 

i 


UnUtd Kingdom 

i9-,r 


Itily 

19-7 

24 

\usti di i 

! 

1 1924 

9b 

rg>pt 

1928 

2 T 
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Imitcd Siitfs 

10,2 

89 

Japan 

<7 

n 4 

1 14 

I 

1 I anr( 

IQ.S 

4^ 

Bulg in i 

! 19 >2 

1 9 

Ik nm irk 

1927 

">5 

V S S R (Ru^si 0 

1 )2:i, 

10 


It is deal that most ol the counuies mentioned in the table 
above aie fai ahead ol India and we seem to come within the same 
* universe of discouise’ only when we leave the moie piogiessive 
countiics alone and seek compaiison with some of the backwaid coun- 
uies of Eastern Euiope like Bulgaiia oi with Soviet Russia in the 
thioes ol tiansioimation 

^ Soo Shuras, PoveUy and Lindied Economu ProhlLius m India (tiuul cdilicm), 
PP 

rUo Stmou Caman'^sicui irmuls. that (Vfn^ if tlu most optimistic rstimalcs (Rs 
107 lu I920--I and Rs ir6 m 1921-2 accoiding to Shin is) aio accepted, the rosiik 
i-v that the income of India per head m 1922 was equivalent, at the pi l\ ail- 

ing iat( ol exchange, to less thin ;^8, while the concsponding figme foi Grcit 
Bntun was £9$ *The contiast remains stailhng even aftci allowing foi Jv 
dilieifme hr tween the lange of needs to be satibficd ’ — Stmon ConimiS'^ion Report f 
\o\ I, pir 374 

Ihc Centiat Banking Inquuy Committee point out that ‘the income of the 
tgiicuUuuil populition when sepaialely assessed will be much smalhr From the 
loports of the piowncnl committees and other published statistical mfoimation the 
tola^ gross \ ilue of thr innn il i^ncultui il pioducc would work out to about Ks 
1,200 crorfs on Ibr basis of the 1928 piicc-h\rls On this basis md taking mto 
consideration the probable income Irom ceitam subsidi uy occupitions estimated at 
20 pel cent of the agucultural income, and ignoiing the use in population in the 
ktst decide ind the fall in puces since 1928, the average income of an agneukunst 
m British India docs not woik out at a higher figuie thin about Rs 42 01 a little 
£3 a year p 39 ^ 
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^9 Intensive mqumes — Besides intensive villii>e vnd le^lonal m- 
qumes made by individual lu\cstl^clt()ls, sueh as Di iMann in Bombay 
anel Di Slatci in Madias, a numiiei of sui\eys Iia\e leceiitly been con- 
ducted undei the auspices ol tlic Ruial and Uiban Sections oi the 
Boaid oi Economic Inquiiy, Punjab \ lew ycais ago the Indian 
Ccntial Cotton Gommiucc canicd out eight imesiioations into the 
finance and maikcting ol cidtivatois cotton, which wcic die fust in- 
tensive inqiiiiies of the sou icconmiendcd by the Indian Economic 
Inquny CommiUec and which contain infoiniaiion ol the utmost 
impoitance^ All these investigations gcncially conoboiate the con- 
clusions as stated diovc about the economic condition of the people 
UO Is Indian poverty on the decline’— Gi anting the existence of 
appalling povcity as an indisput iblc iaci, the question vvhetlici it is in- 
cicasing Ol diminishing, oi whcllui theic is no movement citlici way, 
has been vaiiously answeicd Wadia and Josln hold that, duung the 
twenty yeats betw^cen 18915 and 191 f, the condition oi the popul ition 
did not undeigo any change The moie common view howevei, is that 
there was a ical, if veiy slovv, amehoiation m the condition oi the 
people and that this piogicss has on the whole been maintained 
That the people aie getting moie,and raoie discontented is tiuc, but 
IS Euiopcan exj^eiicncc shows, this is quite compatible with a gieat 
beitciment in the economic position oi the masses With inei easing 
wealth theic gene 1 ally comes an meicase in the consciousness oi 
povcity \ people m.iy be so bnit ili/ed by extreme poveuy as to lose 
all eouseiousncss oi it But a little icliel iiom pcwcuy is commonly 
iollowcd by a desiic ioi still iiu thei lelici Modem eeonomie achanre 
has been accompanied by a gicat multiplication ol human wants 
and the modes oi satisfying them, so that povcity has eomc to mean 
not so much the inability to satisfy a few piimal wants as the inability 
to sbaic m the new known goods oi eaeh peiiod Although the 
masses arc bettei fed, beitci clothed, and bcttei housed today in 
Western countiies than fifty ye^is ago, they arc moie discontented 
with then state than e\ei befoic Accoiding to some observeis, a 
similai change has come ovei the spun of the people in India, and 
this IS one of the lesults of a decided impiovcmeni in then economic 
condition People aie at piesent much bettei able to lesist famines 
than 111 the past- The vauous estimates of national income w^e have 
set out above, m spite ol then imperfections, do, on the whole, succeed 

^ See General Repoii on Eight Investigations into Fmanct and Mailciing of 
Cultivaioi Colton, 1928 

^ I his must sound ciudly nomcil just now (Octobei iQ4s) 'vvlim hundirds of 
pLoph aie d>ing of stiivation e\ety day in the stiLOts of Calcutta The tragedy 
howe\ci IS due to the pifsmt dmoim il sjtuition cieated by ihr w u with the loss of 
Burmt IS one of its g^nfortiunti mcidcnts and aggi i\ lUd hv om of the wuist 
instances of administrative blundering m inccnt times V'^oicovei, when we speak of 
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in conveying an impression ol giadual impiovement This impression 
IS strengthened by such admitted tendencies as the gi owing independ- 
ence of spirit displayed by agricultural as well as mdustiial labour 
Again, there are on the whole good giounds foi inferring that the 
per capita consumption of food as well as of cloth is giadually 
inci easing The official view in this countiy is that the amelioration 
is unquestionable, and the reasons geneially advanced in suppou of 
It aie well exemplified in the following quotation ‘ So fai as ordinal y 
tests can be applied, the aveiage Indian landholdei, tiaclci, lyot, or 
handicraltsman is better off than he was fifty years ago He consumes 
more salt, moie sugai, moie tobacco, and fai moie imported luxuries 
and conveniences than he did a geneiation back Wheie house to 
house inquiries have been made, it has been found that the a\eiagc 
villager eats moie food and has a bettci house than his fathei, that, 
to a consideiable extent, biass and othei metal vessels ha\e taken the 
place of the coarse eaithenwaie vessels of eailier times, and that his 
family possesses moie clothes than foimeily The tiuth of this picture 
has been challenged by non official observeis and some of its details 
especially have been legaided as open to doubt Foi example, the 
statement that the average villagqt eats more food has not been 
umvei sally accepted Indeed, theie are leasons to suppose that in the 
villages, especially m those m the vicinity of towns, the dietaiy of the 
a\erage villager has deterioiated and he is worse nouiished than 
before The aveiage co nsumption of milk products, which occupies 
s uch an impoitant position in a piedommantly vegetal lan diet, has 
distiiicTi^^ not seem to have occurred the addi- 

tion of any substit u te which can be legaided as of equal nutiitional 
value (though it may be granted that the diet of the people has tended 
to become more vaiied owing to impioved transpoit and communica - 
tions ) But even assuming that theie has been some increase in the 
.wealth of tlie countiy it cannot be compaied for a moment with the 
amazing advance achieved by Westein countiies like England in leceni 
times— an advance reflected in the fall of paupeiism, deciease of death: 
rate and poveity diseases, inciease of wages, shortening of houis o f 
labour, spiead and i mprovement of education, mciease in the means 
reaeaaM, ~ bTuST EoSiog etc Theie aie indeed 

great inequalities in the distribution of wealth in the West, but there 
can be no question about the wide diffusion of economic well-being 
The cheapness and plenty of the good things of life together with the 


people’s capacity to resist famines, we are thinking of lelative scarcity and high 
prices and not of absolute shortage due to the bieakdown of transport and hoarding, 
which IS the present position 

^ Results of Indian Administration in the Past Fifty Years^ Cd 4056, 1909, 
p 26, quoted by L C A Knowles, The Keononne Develo-pment of the British 
Ovefseas Fmhtie vol I o 
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iiniveisal use of incomes have brought within the reach of the masses 
many commodities and modes of enjoyment which were formerly the 
monopolies of the very rich and have resulted in what Vicomte 
D’Avenel calls ' le nivellement des ]ouissances* (the Icvelling-up of 
enjoyments) ^ 

%11 Need for better statistics — In pionouncing judgements on the 
various pioblems concerning the economic condition of the people 
in India it is found that nothing moic than a halting, uncertain attitude 
is possible in the picsent circumstances for lack of precise statistical 
mfoimation On eveiy thing dse besides the obvious fact of extreme 
poverty we are lelt moie 01 less in the dark Ihc collection of lehablc 
statistical data will make oui mfoimation moic precise and mmimi/e 
the laige numbci of conjectural assumptions which aic now unavoid- 
able in cvciy inquiry It will also make possible a correct diagnosis 
of the numeious economic and social ills fiom which the countiy is 
suffeimg, and will be of great assistance in tackling the day to day 
pioblems of administration The Indian Economic Inquu'y Commit- 
tee (1925) quote the following apposite lemaiks of The Times 
(London) in this connexion Speaking of the Empire Statistics Con- 
feience, which sat in January and Fcbruaiy 1921, it said ‘ In Germany 
befoie the war the Statistical Bmeaux weic ceaselessly employed m 
woiking on cveiything that illuminated the future of the German 
people , and in the era which is now opening theie can be little doubt 
that the nation which studies the diift of events as it is levealed by 
statistical analysis will be infinitely bcttei equipped to take advantage 
of its opportunities than anothei which peiliaps trusts only to the 
methods of empiricism The statistics at present collected aie often 
un cooi dinated and without expert direction and are genei ally a by 
pioduct of admimsti ation meant moie £01 depaitmental use than 
foi the puiposc of affording information to the public about 
impel tant social and economic acti\ities 

It IS indeed true that in India the collection of statistics is 
attended with extraordinaiy difficulties In the fiist place, the huge 
size of the country makes the enterprise expensive and difficult to 
cairy out Secondly, the population is scattered in rural areas and 
not concentiated m big cities and towns Thirdly, the existence of 
illiteiacy makes the cooperation of the public in the woik of gathei- 
ing statistical data a piactical impossibility In Gieat Britain and 
the Dominions, the statistics of pi eduction, wages and prices are usual- 
ly collected by distiibutmg schedules to piivate individuals who are 
required to fill them up within a given time and return them This is 
a moie accurate as well as a less expensive method than that of 
engaging a specially paid staff Much assistance is also derived from the 

^ Georges D’Avenel, Dicauoertes d^Hi^toire SoctaJe, pp 295-318 

^ Economic Inquiry Committee Fkport, p 4 ^ 
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CO Opel alien o[ a mmilici ol piuaic associations, the like ot which aic 
almost cnliitl) absent in Indu Absence ol oi£>ani/cd cnteipiisc uul 
the existence ol niiniei oiis small un()ii>aai/cd lUKkitakiiii^s hiilhu make 
statistical woik cxtiaoidinaidy chihcult ^ Hcnvc^ei although we c in 
not hope immedi itely to ill uu to the si uulaul oi cc]uipmcnt iisn il 
ill Western counlnes theu c in be no doubt ihu the puseni [losiiion 
in this ic«aid in India adnnls oi \ci\ consicltiabic nnpio\cincni 
a2 The Bowley-Robertson inquiry —in N()\enibti ic)^^>ilu Go\cnn 
nicnt of Inelia eni> iged die sei vices oi Ihoicssoi V I bowk) oi the 
London School oi Lcononius ind Ali 1) IJ Robeitson, Lee linen xn 
Economies at C imbiicli>c to aclvist them on the t|iiestion ol obtaining 
moic tjccmate and detailed statistics and the piaeucabililv ol c iiiMiig 
out a Census ol Pioductiou Associated wnth these two cx]>eUs weu 
tliicc Jnclian economists, and the combined Idioms ol these gentle 
men ha\e lesultcd in a ealuahk Repoit published in i() 3 | eniuled 
A Scheme joi an Icononnc Census oj Jnclni ol which the loilovvmg is 
a biief summaiy 

kll] (ij Organization ot statistics — A peinianent ceononiu siali, 
dnectiy attached to the Economic (.ommutec ol the (meetmn- 
Ceneicd s Exeruiive Council should be established 1 he sUill slniuld 
consist ol foui meinbcis J he stnioi mcmbei should icl as sec ten ti) 
to the Economic Committee ol the Council, to whom he would be 
lesponsible loi the oigani/ation of the wdiole woik ol economic 
intelligence Thus he would have the duty oi picpaiing lepoits on 
uigcnt questions as they aiose fioin time to tunc, and foi this pm pose 
would need to oiganizc the supply oi cm lent infomiation on economic 
and commeicul events abioad as well as at home But it would 
also be his duty to be thinking luiihci ahead, and to lake the initiative 
in planning inqunics of a bioadei and moic fundamental kind 

Two of the othci mcmbcis ol the stall wmuld be named econo- 
mists, vdnic the thud" would lie thcvDiicetoi ol Statistics So iai as 
possible the stall would lunction as a stall and not <is individuals, 
but since the held ol economics is so wide that no one man can 
cultivate the whole, the scnioi metuhei and the two economic aitelb- 
genre officeis would divide the tciiitoiy loi cxploiation between them 
in accordance with then icspective bents and capacities II would 
be natuial, lor instance, that one oC them should speciah/c m the 
study o£ the means of piomoting the expansion (oi, if that be the 
policy, the oideily contraction) of India’s foicign tiacle, and the 
operation o£ taiiffs and tiade agieemcnts II is important that the 
two economic intelligence officers should work undei conditions of 
the utmost fieedom which is compatible with membciship ol a civil 

^ See Piofessor Buinetf-Hurst’s Note of Dissent, Bconom^c Inqimy Commiiii.e 
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SCI Vice The ^Uiole statl \voulcI maintain the closest possible contact 
iMtli ccitain othci ofhccis oi the Govcinratnl, including some whose 
duties aiL piimaiil) administiatjve and otheis who^c duties aie piimaii 
Iv technical and ad\isoiy It would be within their competence to 
iccoinmcnd to the Economic Commiltce oi the Council the ad hoc 
engagement ol cMcinai technical experts foi the pin pose ol lepoiting 
on (he economic potentialities oi paiticulai aicis oi oi paiticulai 
blanches oi piocesses oi pioduetion 

The Dnectoi oi Statistics, while being a membei of, and the 
piineipal oigan of inioimation foi, the peimanent economic stall 
should ha\c his own pecliliai duties, in the dischaigc of which he would 
eiijoy a tonsidei dile dcgiee ol independence These would include 
(a) the conduct oi the population census, (b) the conduct oi the census 
oi pioduetion, (c) the cooidmation of central statistics, and (d) the 
CO oidination oi pioMiicial statistics To assist him in these duties 
the Stitisties Blanch oi the DepaitmenL oi Commcicial Intelligence 
and Statistics would lie tianslciied to his contiol and some addition to 
Its peimanent numbers ivoukl be icqtuied The Commcicial Intel 
ligence Biancli oi tins Dcpaitment, which is mainly eng iged in dealing 
with the iiKpiiiies oi the coinm^iicial woild, would become a blanch 
of the Depiitmciit of Commeice 

The census of pioduetion should be quinquennial , and while 
the main census of pojmlation continues to be decennial, a supple 
mental y census -with an abbicviatcd schedule oi inquiiies, mainly 
devoted to numbcis, age, sex and occupation, should be taken In the 
middle of the deccnnium T he censuses oi population and production 
should be as ncail) synchronous as the lequiiements of tabulation 
permit Picpaiation ioi the census and analysis of then lesults 
would piovide neaily continuous work ior a special section oi the pei 
manent statistical stall which wwild expand into a laiger oigamza- 
tion on the occasion oi the taking of the decennial population census 
The Bncctoi of Statistics should have powci to consult with those 
lesponstblc foi the pieparation oi statistics m all depaitments, with 
a view to ariangmg ior undoimity oi classification, and loi the fiumsh- 
ing of statistics needed foi gcneial pui poses, without piejudicc to the 
assembling oi othei data necessaiy ioi depaitmental use Ele should 
be 1 e&ponsibie foi the publication of the Statistical Absti act 

Theic should be m each majoi piovince a whole time statistician, 
as neaily independent of depaitmental contiol as administiativc 
lequiiements peimit, but making his services available to all depart- 
ments, passing all their staastics undei his levicw, conducting the 
population census undei the direction of the cential Diicctoi of Sta- 
tistics, and coopeiating with the lattei m cveiy possible way Pend- 
ing the establishment of such officers eveiywhcie, it will be for the 
Dircctoi to establish such contact as he can in each piovince with who- 
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evei most neaily fills the bill, uith a \iew to piomoting unifoimity 
in the piovincial statistics and thus iacilitating then assembly into 
all India totals 

§14 (n) The measurement of national income — The aiuhois of the 
Report reraaik that the matciials at piesent available foi estimating 
the national income and '^vcalth of India aic veiy defective, that the 
\aiious estimates attempted so fax aic m any case out of date and 
that the piobicm now lequiics to be appioached aficsh ah initio 

The national income is the money measuie of the aggicgatc of 
goods and sen ices acciuing to the inhabitants of a countiy dining 
a yeai, including net inciements to, oi e\clucling net deciements fiom, 
then individual oi collective wealth It is piobably best to ignoie 
catastiophic deciements of wealth, such as might be caused by an 
eaitliquakc oi a seveie epidemic of cattle plague 

As IS well known, iheie aie two methods of calculation, the 
fust consisting in an evaluation of the goods and services accruing, 
the second m a summation oi mclnidnal incomes The two methods 
do not fxunish a check on one unother ovci the whole field , thus the 
services of Cabinet IMmistcis must be held to be worth the amount 
of then salaiics, since thcie is no otliei way of evaluating them In 
the case of India it seems unlikely that the first (census oi-production) 
method will evei be applicable over the w’^hole even of the mdustiial 
field , and special caution m combining the lesults of the two methods 
may be necessaiy 

The first (census of-pioduction) method involves 

(a) evaluating the net output of the various blanches of 

‘productive' enteipiises, agricultuie, mining, mdustiy, 
etc , at the point of production, being careful to avoid 
double counting (for example counting both the output 
of wheat and the labour of the cattle employed m 
raising it) 

(b) adding the value added tef home-pxoduced goods and to 

imports by transporting and mei chanting agencies in 
the countiy 

(c) adding excises on home-produced goods 

(d) deducting the value of cxpoits (fob), including gold 

and silvei 

(e) adding the value of impoits (c i f), including gold 

and silvei 

(/) adding customs duties on imports 

(g) deducting the value of goods, whethei home-produced or 
imported, which are used fox the purposes of main- 
taining fixed capital, or stocks of iaw and finished 
goods intact 
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(h) adding the value o£ personal services of all kinds 
(t) adding the annual rental value of houses, whethei lented 
01 lived in by the owneis 

(/) adding^ the mciements in the holdings of balances and 
secuiities abroad, whethei by individuals 01 the Govern- 
ment, or deducting the deciement in such holdings 
and 01 deducting the incicment in the holdings of 
balances and securities m the country by residents 
abioad, 01 adding the deciement of such holdings 

Some of these processes call foi fuithei comment 

(a) That pait of the pioduct of agriculture, etc— in India 
very laige— which is consumed by the pioducei or 
baitcied locally for sei vices should be valued, like 
the lest of the outturn, at its price at the point of 
production, not at the retail puce which consumeis 
m distant maikets pay, and which includes costs of 
handling, etc which aie not inclined on the home- 
consumed outtuirf 

(c) , (/) This IS nccessaiy, Ifecause the total we aie in scaich of 

IS the aggicgate of exchange values to the co 7 isume\ 

(d) , (e), (j) It IS easily seen that if the Goveinment of India 

laise a loan in London £01 lailway constiuction, the 
secunties imported foim pait of the leal income of 
the English investors, just as an import of Indian 
tea would do The reverse side of the same truth 
is that the increment of capital wealth in India, which 
IS included in the evaluation of pioduction oi of 
imports, IS balanced by a capital liability to foreigners, 
and must be deducted to arrive at the net income 
The same considerations apply to changes in the 
ownership of bank? balances, at Some and abioad, and 
—in the^ case of India veiy important— to mci eases 
or decreases in the stock of piecious metals, which foi 
this purpose may be visualized as foreign securities 
Qi) (1) Strictly speaking, it may be argued that only those 
services of Goveinment servants should be included 
which confer direct utility— protection, amenity of life 
etc— as distinct from assisting to augment production, 
the value of the lattei having already been included, 
like other costs of production, in the sale value of 
the pioduct under {d) The subtleties to which this «> 
complication leads do not seem worth pursuing here , 
in what follows it will be assunied for simplicity that 
the services of all Government seivants confer direct 
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Utility uid loini put oi tiu ual intional income 
dcclucLions cm be made to taste h\ tliose tvho please 
T. hese sen ices should be \ iluedat isuni^vhuli includes 
the pension n^hts leciuin^ din the Mai to those 
tvho lendti them 

(2) In indi i the disiinetion bciiMcn chiuiable i^ilis, 
which aie not ])aU ol iiuoau «md the puinent lot 
senicc^ ol a custouian 01 ulie»i(>us nituic is peculinl) 
indeffuitc *ui{l the line dumn is bound lobe sonicuhar 
aibiti in 

The census oi piodue lion meihocl ibc^cc dcMiibcd is the mote 
lanelamcntal ol the two uielhods oi cealiiatino Uic national income 
III oidei that the icsulls ol the scccmel (census ol me oines) method 
may talh ^Mth it ceitam piec lutions m ioll<nMm> this second method 
must be obsenccl 

(a) All selbconsumcd pioduee and iceeipts m kind must be 

included in the mdiMciuils nuomt, \ lined at then 
selling \ due at the })Oinl ol produetj^on So must the 
annual \alue ol lumsp Ii\ed in by the owneis 

(b) All inteiest pa} me ms, e\en on loins me mud loi con 

sLimpiion puiposes must be deducted beloic eiiteiing 
the individual s income ' 

(c) Apait fiom this, the incomes of all indniduals in the 

countiy, including mteicst on Goveinment loans and 
pensions ol ex-Go\ eminent seivants, should be entered 
gioss, that IS befoic payment of duect taxation (includ- 
ing land levenue) The incomes of Go\einmcnt 
sei\ants should be entcicd inclusnc ol pension lights 
acciuing dining the }ea 2 To the total so icached should 
be added the unclistuliutcd piofits ol companies and 
the net " pi o fils ol Go^minmcnt cntei puses Tnoin the 
total so leached should lx deducted the sum lecjuiud 
to pay the mteiest 0x1 Goecinment loans othei than loi 
pioductivc cntci puses, and the pensions ol evGo\cin- 
ment sen ants, whethei due at home 01 abroul 

(d) Rathci oddly, icccipts fiom customs and excise, stamp 

duties and local 1 ales— that is all taxes which aie ol 
the nature of business costs— must be added to the total 
so far icached^ for the lattei is the aggiegate of exchange- 
values accuiing to pioduccis, while the tiue national 
income, as calculated on the census-of pioduction 
method, is the aggregate of exchange-values acciuing to 
consumeis Unless therefoie this addition is made, 
disci epancy will arise 
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The suggestions which aie made below i elate to the estimate of 
the bioadei sections of the national income , the vaiious adjustments 
indicated above would lia^e their place in a final calculation 

The authois do not lecomniend at piesent any estimate of national 
wealth as a whole Theie aie two methods followed elsewheie, 
neithei of which is appiopiiate to India The hist is to eapitali 7 c 
the yield of all income beai mg piopeity, including goodwill, assigning 
appiopriate numbeis of yeais pm chase to the icnt ol land and houses, 
dividends, inteiest, etc and sometimes to add estimates of piopeity 
publicly owned such as clocks, lailwiys, Go\cinmcnt buildings, etc 
The second is to use the statistics of piopeity passing at death, obtained 
at piobate, etc , and with the help of life tables to deduce the total -value 
ol piopeit} Tins pioccduic is impossible m India since theic aie 
-vutuaily no taxes on mheiitance As legaids the hist method theie 
IS ceitainly not enough inloimation foi the valuition of most of the 
impoitant classes of individual piopeity, and though the value of 
iaiiwa}s could be estimated, tliat of loads, oi some iiiigation woiks 
and oi many othei lesults oi public c^pcndltulc defies measuiemcnt 
Though they cannot expect to mcasuie, with any pieeision that 
would justify the attempt, t\\e\otal of wealth, it may be possible to 
give some indications oi its cJuwge, by senes oi estimates relating to 
public expcnditiue on permanent woik, to investraent of new capital 
and to othei expendituic of the natuic of capital outlay 

The investigation proposed foi the purpose of estimating the 
national income is piimaiily on the basis of pioduction, but as in 
similai estimates in all countiics a mmoi part depends on individual 
incomes In India the propoition to be thus estimated is piobably 
gi eater in the towns, but much sniallci in the aggiegate than in 
Western countiies Paitly owing to diffeiencc in the natuic of the 
pioducts and paitly because diflcrent methods oi investigation aie 
ncccssaiy, luiai income is distinguished liom luban income 

Id imal income they aclvocate an estimate oX the quantity 
and value of all pioduce and sei vices aiising fiom the land oi 
icndercd in the villages, by the method oi intensive suiveys in 
selected villages 

loi uiban income they lecommcnd in the hist instance suiveys 
of the laigei towns on the method which has been successfully follow- 
ed elsewheie This is based on a sample mquuy of the personnel 
and occupations of families, and an estimate ol their incomes paitly 
hy personal statements, paitly b) investigation of wages and saiaiies 
cuucnt in the towns Foi incomes ovei Rs 2,000, income tax statistics 
can afford valuable help 

They have lecommended also an in tei mediate uiban population 
census These three mquuies would be si^pplemented by a census 
oi production applied to factoiies usinsr powci. mines and some othei 
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indiistnes This would to a considcialilc extent o\ciiap the luban 
i>uivey and to a less extent the luial siii\ey But it is ot considciable 
impoitancc in itself and is calculated to iiiuiish a moit accuiatc 
account of pait ot the whole field than the othci sunc}s It is bdit\ed 
that when all the mateiiais aic assembled, meins can be found to 
eliminate elupheauon by estimatim> the pait oi the nuome included 
both in the uiban 01 iiual suncys and the census oi pioduetion, 
01 by othei methods 

It would icmain to estimate, on the basis oi population ind ot 
the icsults of the mam smvews, the income of the smallci towns 
Additional estimates may be needed foi the tea plantations and any 
othei special aieas not included in the iiual sm\ey 

All the investigations should be extended to the Indian States 
so fai as they aie willing and able to coopciatc Foi aieas not so 
included estimates will be iiccess uy by the use of agiicultuial statistics 

These pioposals will result in lanly pi ease estimates foi huge 
and definite sections of the income oi the population and of the 
pioduce of the aiea of India When these aic established, cftoit 
will be ncccssaiy to dimmish the icgion of guesswroik and to mcieasc 
that of ascertained fact 

§15 (ill) Census of production — The census of pioduetion would be 
imposed (as in Gieat Britain) by a special Act of the Genual Lcgis- 
latmc, making communication of the facts demanded compulsoiy It 
would-be conducted by the Dnector of Statistics, the executive auangc- 
ments piesumably being made thiough the Depaitmcnt of Industiics 
and Labour It appears to be necessary to limit its scope, so fai as Eng- 
lish and Ameiican methods aie followed, to the laigei establishments 
and the natmal line which suggests itself is that drawn in the Fact 01 y 
Act, namely the employment of tw^enty or moie peisons combined with 
the use of mechanical power It would not seem desnahlc to extend 
It automatically to those smallei establishments to winch, foi special 
reasons of no gieai statistical significance, piovmcial Goveinmcnis 
have used then poweis of extending the Factory Act But on the one 
hand there may Idc some classes of small workshop to which the census 
could advantageously be extended, while on the othei thcic aie ccitam- 
ly some large non-mechamcal establishments, for example m building 
and constructing, biick-makmg and carpet manufactuie, which ought 
to be brought within its scope So also should the railways and all 
establishments under the Mines Act 

The aveiage number of operatives employed in factoiies m Biitish 
India (excluding Buraia) m 1932 was 1,330,000 , though this foims 
only a small piopoition of persons engaged 111 industiy, this group is ot 
special importance m relation to export, and for this and othei icasons 
quite properly special attention has been given and should continue 
to be given to its study It is to be remembered, however, that the 
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pi Ogress of factory industry is to some extent at the expense of 
cottage industry, and it is of the gieatcst impoitance to bring the two 
in statistical relation to each other There seems to be no possibility 
at present of making any exact estimates The execution of the pro 
posed lural and mban suiveys will provide some data, accmate 
estimates of the crops of cotton, sugar and othei agricultural products 
which are manufactuied both in houses, etc, and in factones, are 
capable of giving more complete mfoimation There is also a possibility 
of tabulating the census matenal relating to occupations in such a way 
as to show the wdiole numbers engaged in such occupations, so that 
when used in conjunction with the factoiy statistics some idea of the 
lelative importance of the two oiganizations of industry could be 
obtained The 1951 census of population m fact shows, as might be 
expected, that the numbers engaged in industry m Biitish India as a 
whole are 'veiy much gi eater than those accounted for by the factory 
statistics (While there is no immediate possibility of compaiing 
the numbeis in, or output of, factories with those in similar cottage 
industries, it may be possible to obtain some annual data which would 
show their lelative growth or deciease, when the whole of the survey 
now suggested is complete ) ^ 

A mial simvey —It is desiied, as pait of the suivey of Indian income 
and resources, to obtain mfoimation in numerical form of the income 
(in cash or kind) deiived from the land, and its distribution among 
owners, occupieis, labourcis, etc, togethei with othci items of village 
income » 

It is impiacticable to make direct investigation into the ciicum- 
stances of each of the half million villagers in Biitish India in any 
leasonably short time, even if the expense could be met or a sufficient 
number of investigatois found It is, theielore, necessary to proceed 
by sampling 

Although financial exigencies do not peimit immediate effect 
being given to all these lecommendaliions whjch, it is estimated, will 
cost Rs 30,00,000, it may be hoped that it will be possible m the near 
futuie to carry out a census of pi eduction which is essential for 
foimulatmg coirect economic policies This hope has been strengthen- 
ed by the appointment in 1937 of Dr T E Giegory of the London 
School of Economics as Economic Advisei to the Government of India 
§16 Some errors of consumption as aggravating causes of Indian 
poverty —Whatevei tends to reduce the pioductivity of the people 
must be legarded as a cause of poveity But besides low production 
unwise consumption may also act as a diag on economic progress 
Intelligent consumption or ‘rational destiuction of utilities’ requires 
Teflection, intelligence and imagination ’ ^ Apait fiom the 

^ cf *To spend money well is a hardei t'lsk than to enin money \\ell In 
earning, the task is generally piescubed, but in spending, the spender takes the 
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ctonoiiiic nun which c\tj taao.ini cxptnduiiic in ly biin^ on the 
possessois oi gicat we ilth senseless txjxnduuie on sudi Iumuks <is 
do not add an\ thing to the lulness ind iichness of Idc is dso injunous 
to the communit) bee lusc it dneits so inueh capital and 1 dioui lioni 
the pioductioii ol ueeess«nKs Noi an the luh alone gmity ot hannki] 
c\ti nag nice In most tounlues tlu pooiesi classes ue, icason o( 
then ACiy po\eii\ the most ictkless nul t\ti nagant i ht opposite 
Mce^ oi niggndhiKss mistjnti uling as thiih chat Kten/ts some sections 
ol die people paitKidail) membcis oL the middle classes and ccUain 
eommuiuties like the rnantuins who olun stnit themsehes and sa\e 
whtie they ought to spend lueh It has been olisened that legud 
loi \i luIJei hie in the jnesent loi the cauiei and a gicatei teiidencx 
to Ica\c the succeeding geuei ition, pioMtled that it is well named 
nul e(|uipped with peison il capital, to look to its own wxllau [ is] 
leplaemg the okiti mcw wduch inculc ited a slow aeeiniuiLilion of 
snings in oidei that the thiidien might stait with a be lie i ccjuipment 
of niaieiiil c ipital ^ 1 his ittitudc is paidv due to a leal ehange 
in the pSMhologv ol the people*, one ol the inanv signiheanl lesuhs ol 
tlic last wai But li is pieibably also due to some extent to the gicat 
use m puces which took place altci tcfic) The incomes of the middle 
(lasses did not use in piopouion to the me m puces and toiisc quern lly 
the stMHgs that they might ha\e been able to make with economy 
and scIl-denial ceased to appeal woith while owing to the i educed 
pin chasing powti o£ money Indications aic not wanting that 
a simtlai change, though on a smallci scale, is taking place m 
India in the attitude oi the middle classes whose stancUid of living 
has visibly iiscn duung iccent times To some extent, this change 
ought to be welcome because leal tin if t often consists not m siving 
money but in spending it on an incieasc of wellbeing in the picsein, 
so as to make ii piomotc well-being in the iutuic The unduly timid 
hagalities oi some people and the icckless impioMcIcncc oi othcis au 
alike ccnsiuable as imparung the ocono^nie stiength oi tlu naiion U is 
not possible Juie tf) deal in detail with the piobicm ol tonsumptioa 
in India in all its aspects Ihcic is, howctti no doubt about the 
getieial tiuth oi the eoutention that the c\il of po^eity in India, 
though mainly due 'to low^ pioducUou, is iuuhei aggia\aied h) illiegu 
latcd consumption, and we piopost to dwell heie moie paiticnlailv on 
one foun ol niiwuse consumiDiion wlncli has lecently excited nnich 
attention It is scaiccly ncccssaiy to point out that thcic is a \ital 
1 elation between physical elliciency and diet 4s the Gciman pio\eib 

initiatnr* It no longei pnssue obedience, but a will that ih icquirod ’ — 

J S Nithohon, P??na|>Ze? of Political Fconomsu Vol III, p 

1 \V IT Coates on lh( ‘Report of the Committte on kotioii'il Dfbt nnd 
1 ixation’, Journal of ^he Royal SiaUUioal Society (1927), wyol XC, Put IT, 
P ^ 
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has It, ‘A man is wliil he cats’ (Mem isi was o isst) "I he dietaiy 
adopted by people in most ol the pioMUces in India has so lai been 
controlled by local ciicumstanccs and depended on the kind of food 
that can be giown on the spot The consequence of this has been 
that the staple food of the people in some of the piovinces is lacking 
in nnpoitant nutiient substances Ihe ddfeiences in the ph)Sical 
cfhciency of Indian laccs, such as the Sikhs, the Giukhas, the Maiathas, 
the Kanaiese, the Bengalis and the IMadiasis may be chiefly aliiibuted 
to the diffciences in then staple diet, and ha\e now been ‘dchnitcly 
coi related with dilfeienees in the biological lalue of foods which 
necessity, habit, 01 leligious prejudice has foiced them to use' The 
leseaiches of Lt-Col R McCaiiison and others m malnutiition as a 
cause of ph^^sical inefficiency and ill health aie veiy instructi\c and 
have shown the lelativc nutiitional \alues oi the national diets in 
India Ihey point out that rice, which is the chief lood of many 
people in India, especially m Madras and Bengal, is fundamentally 
a pool diet, deficient in nnpoitant organic salts and one which docs 
not furnish the undefined constituents of food called vitamins, whose 
impoi lance has been revealed by modem investigations The wheat- 
and meat eating people like the 4 »ikhs, Palhans and Giukhas hive a 
much better physique than the iiee eating Bengalis and Madrasis Ihe 
addition of w^heat, milk, butter, meat, etc gieatly improves the lice 
eatei’s diet, as m the case ol the Marathas who take pimcipally 
millets, such as 'jaxoai and bap a, and sometimes wheat and also milk 
The daily use ol unsuitable lood insidiously uiidci mines the con^itu- 
tion and this is a mattei of fai gi eater importance than is commonly 
icali/ed The pioblem of malnutrition is distinct fiom the pioblem 
of po^ Cl ty, because diet is not simply a mattci oi securing an adequate 
quantity of food, but of achieving a couect balance of the constituents 
toi the mamtenanec oi healih and vigoui As the Agncultural Com 
mission point out, malnutiition and staivation aie not the same 
* Actually, a peison suJIeiing fipm malnutiition may be consuming 
moie than ins system can utiii/e, and moie than he would noimally 
consume if the diet were pioperly constituted Deficiency diseases 
lesuit from the absence of some essential elements in the diet Then 
occuiiencc is, theieloie, no indication of poveity,^ and consequent 
seal city of food A dietaiy conducing to malnutiition may cost moie 
than a well-balanced dietaiy which promotes health 

^ Dr Si iter c ills attention In the fact that ‘in some icspcct^ the use in tlv 
‘^'tandard of living his bronght phvsic d disad\ intagc Thus lot example, ric< - 
mills have multiplied, saving housc\viv<s the libotioiis toil — but peihips he dthful 
exeicise — of husking the paddy b> pi unding , but also robbing the nee oi much 
of its nututive \ due, the vitamins in the outctmobl 1 lyei of the gi iin being removed 
with the husk by the machini ry ’ — Introductory note to Pill ii, Econom c Condilioiis 
m India, p xiv ^ 

" A al CoimnisMon Riho)!. nn joj. c 
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Widespiead piopagiiida on the basis of authoxiUti\c nuestn 
gations ought to be useful in enlightening people as to how bcttei 
v^luc could be got fioin piopcily selected food in teinib of physical 
wellbeing without invohing additional e\pcndiiuic The ‘east- 
ern diowsincss ' and listlessncss ivhich (haiacteii/c the Indian labouiei 
aie often laigely due to the factoi of food, which is not onl) insuflicient 
but also imbalanced, and it is with the latiei aspect that we aic just 
now conccincd About twenty fi\c yeais ago investigations into the 
jail dietaues ol Bengal and the United Pio\inces weie made by 
Col McCay, wTich showed that diet is an albimpoi tant tactoi, 
influencing physical deedopment and the geneial well-being of the 
peoj^ie He consideied that the inlenoi physique and eigoiu of the 
Bengali was most piobably due to deficiency of protein in his diet, 
Tvhiie the inclusion of wheat in giadually inci easing piopoitions as 
one passes nouh horn Bihai and Oiissa and the Uniied Pi ounces to 
the Punjab, has led to a nuuhed phjsical change in the population ’ ^ 
The improvement in communications and tianspoit ought to help in 
lemedying the dtficicncics m the diet of a paiticular pi o\ nice by 
the importation of the uquisite food stuffs iiom othei pi evinces All 
this, how’^etei, assumes a change m the natuie of the demand foi 
foodstuffs on the pan ol the people concerned, and this is a question 
of education and enlightenment on dietetic mallei s Col McCainson s 
leseaiches at Coonooi, and the publicity which they have receiv- 
ed at the hands of the Royal Agu cultural Commission, have 
aioitoed consideiable inteiest in the countiy on the question 
of evolving a scientific diet suited to the different climatic conditions 
in the countiy and the diffeient occupations pursued by the people 
One of the measuies suggested by the Agiicultmal Commission for 
bunging about an impi ov ement in the general health of the people 
IS the development and consenation of the fish resouices of the 
countiy— a task in which they invite the Government, Local Boaids 
and the iiual commimfty in geneial to paiticipate m an active mannei, 
since the addition of fish oilcis the best chance of em idling the diet 
of a piimaiiiy iicc-eatmg people- Laige sections of the people have 
no lehgious 01 other objections to the consumption of fish and lull 
advantage should be taken of this fact 

Ihe glowing habit of tea-di inking has been causing some 

^ Agnchllural Commission Rcpoit^ p 

“ ibid, pp 411-17 The Commission also suggest that a Central Institute of 
Human Nutrition should be established, v^ith which the lesenrch, also to be 
organized by the Piovincial Governments, should be co-oidmated They fuithei 
lecommend a clostr collaboration between lesearch on animal nutntion and that 
on human nutrition, and also between all these in ves Ligations m India with similar 
investigations in other parts of the Empire ‘The problems are so vast that all 
the staff and material avainble should be mobilized to assist in then solution * 
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LUieasmess to dietetic leformers The habit is especially pievaient 
in the piovince of Bombay There was a time when it was a fashion 
on the pait of writers and reformeis even in England to decry what 
was called ‘ the vice of tea drinking and declamations against * tea- 
bibbers’ weie common^ But the woiking classes there have peisisted 
in Its use in spite of all opposition and declamation until tea has 
become an important item among their necessaries of life Public 
opinion with regaid to tea-drinkmg has also taken a right-about turn, 
md tea sipping instead of being legarded as a vice has now come to 
be ‘ a sign of domesticity and tempeiance ’ Tea drinking is generally 
advocated as a substitute and lemedy toi drunkenness Anothei 
novel advocacy of tea is to be found m Di Slater’s Some South Indian 
Villages (p 232), wheie he lemaiks that the Indian peasant is very 
pool in one paiticulai commodity, which he does not properly ap- 
pieciate, and that is good drink ‘The great mass of people drink 
iiithy water, water drawn from riveis and irrigation channels and con- 
uming every kind of impurity, and fiom stagnant tanks which aie also 
little better guarded’ Di Slater believes that ‘one of the gieatest 
benefits which could be conferred upon India at the present time 
would be to populaiize the use of tea, the cheapest of all boiled-watei 
drinks’ And he commends the ^fioits made by the managers of the 
Buckingham and Carnatic Mills in Madras to popularize tea in the 
schools, for half-timeis and children of mill-hands However, the 
dangers of drinking impure water are not eliminated so long as 
some water at least continues to be used for drinking purposes not 
to speak of the evils of tea-drinking itself The more effective* way 
would be to ensure the supply of pure water As an alternative to 
alcohol, tea may no doubt be legarded as a boon At the same time 
excessive lea-di inking is harmful to the constitution m a hot climate, 
specially when infenoi biands are used, as in most teashops m India 
Some steps seem to be necessary m order to ensure that reasonably good 
tea is sold in these teashops, instead of the vile decoction generally 
served, though after all the mc«t effective reihedy would be an im 
provement in the taste of the people themselves ^ 

^ Helen Bosanquel, The Standard of Ltfe, p 30 

^ Coffee-dnnkmg, which is widespread in South India, gives rise to similar 
aefiections Expenditure on alcoholic drinks and the policy to be pursued with 
aegard to it will be referred to latei (see ch xi) Other well-known instances 
of misdiiected consumption which wiill readily occur to the student of Indian 
Economics are the unduly heavy expendituie on marriages, funerals, and gold 
^nd silver ornaments (see ch x, §57) 
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IRANSPORT 

^ Impoi’tance of transport — I he. impoiianct oi iianspoii hum 
the economic, mihtai}, adminisu alive, cultuuil, ami social pomt^- 
o£ view IS haidiy iii need oi special emphasis Tluoughout the whole 
histoiy of India dilBcultics oi communication have been a piedomniant 
iactoi in deteimmmg political and economic development Ihe 
expcndituie involved in ctjuipping the couiiU) with an up to date 
system of tianspoit at all adequate to its leqiurements would indeed 
be cnoimous India is a subcontinent the distances to be tiavcis- 
ed aie tiemendous and the natuiai obstacles to be oveiconic iii 
passing iiOBi one icgion to anoihei aic ioinudable, while even 
within a lestiicted aiea, nittinal communication oiten bictiks down 
altogethei in the rainy season Again, India is less ioitunate than 
othei countries, like England, in icspcct ol wateiw\iys, w^luch histoiieal- 
ly have played a veiy iinpoilaiit pait in lacihtating comnieiec in man) 
countries, especially bcioie the advent oi laihvays 

The means oi communication in India weie compaiatively veiv 
defective till as late as the middle of the nineteenth centuiy, and 
weic lemimsccnt of England in the nuddle ol the eighteenth centui), 
though, owing to the moie favoiuable climatic conditions, the roads 
weie better m India than m England The iailv\rays of comse had 
yet to come, and the few tiunk roads constructed by Indian luleis. 
especially in noithein India bv the Moguls, were thoioughly mide 
qixate ^ Many of the so called roads weie meie tiacks cut by village 
carts across the face oi the country, and wdreeled tiafcc w^as loi the 
most part impossible dining the rainy season Pack animals led bv 
caravans or labanh were the only means of access to many paits oL tin. 
interior Moieovci, tho loads were ui^^afe, being inlcsud b} highwav- 
men like the Thugs and the Pmdhans There were no navigable canals 
to speak o£^ though a few regions such as those along the Ganges and 
the Indiis—which were then great natural highways oi commerce— and 
the coastal districts were more iortunalely situated in this respect 
than others On the whole, the stale of communications in northcrii 
India with its vast plains easily tiaversable in the diy season, its 
navigable rivers and a few ‘ made ’ roads, was much more satisfactory 
than in the peninsula with its rugged mountainous teiritoiy and 
pool facilities for water transport except on the two coasts 

We have already discussed the economic and social effects of the 
imperfect means of communication and dwelt on the isolation and the 

^ See W H Moreland, India at the Death of Ahhav, pp 166-7 ^ 
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self-sufficiency of the village and the pie valence of local economy with 
all Its attendant handicaps in lespect of markets and division of laboiu 
the immobility of laboui and the conseuatism of the people , and the 
violent dislocation of the otherwise smooth routine of economic life 
in times of scarcity and famine^ A \eritable economic and social 
revolution has howevei, been wi ought by the modem improvements 
in communication and transport dating from the time of Lord 
Dalhousie, who initiated a vigorous public works policy In this 
chapter we shall give a short account of the various efforts made in this 
connexion 

We may for the sake of convenient tieatment divide the subject 
into Its four m^in sub-div isions (1) railways, (11) roads , (111) water- 
ways , and (iv) ail transpoi t 


Railways 

§2 DiYersity of relations between the State and the railways - — 
A special feature of the Indian railway system is the diversity of rela- 
tions between the State and the railways in respect of ownership and 
control Of the impoitant lines situated in Biitish India, or in which 
the Government of India are m?eiested, foui aie owned and vvoiked 
by the State (the Noith-Westein Railway, Eastern Bengal Railway, 
East Indian Railway, with which has been amalgamated the Oudh 
^ Rohilkhand Railway from 1 July 1929, and the Great Indian 
Peninsula Railway),^ five are owned by the State but worked Qn its 
behalf by companies enjoying a guarantee of mteiest from the Govern- 
ment (the Bombay, Baroda 8c Central India, Madias 8c Southern 
Mahiatta, Assam Bengal, Bengal Nagpur, and South Indian 
railways) , two impoitant lines (the Bengal L North-Western 
and Rohilkhand L Kumaon) and many otheis of less importance 
are the property of private companies, some being worked by 
the owning companies, and some by the State 01 by the companies 
that work State owned systems ,’sev^eral minor lines are the property 
of the Distiict Boards or enjoy a guarantee of interest granted by such 
Boards There are also certain Indian State lines like H E H The 
Nizam's State Railway (which before 1930 was the property of a 
company and was known as the Nizam's Guaianteed State Railway) 
Of the total route mileage of Indian railways amounting to 41,134 
miles on 31 Maich 1939, the State owned 29,764 miles or about 72 
per cent, and dnectly managed 17,158 miles or about 42 per c6nt of 
the total mileage open at that time 

^ See vol I, cli v 

® See Report on Indtmi Railways (1938-9), vol I, Appendix B 

* The Burma Railvjays were separated from the Indian State Railwaj^s with 
effect from i 4 pnl 1937 following the separation of Burma from British Indn 
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Y6 Mam iperiods of miiway history — Icn moie ox less well defined 
periods m the histoiy o£ Indian iail\\a>s may be distinguished, (i) 
1844 69 the old guaiantee system , (11) 1869 79 State constiuction and 
management. (111) 18791900 the iu\s guaiantee system, (iv) 1900- 
34 lapid extension and de\ eiopment, and coiiimcuccment of lail- 
way piofits , (v) 1914 4 C bieikdown ol the lailwav system undei the 
stress of conditions cieued by the wai of 1911 18 , (vi) 1941-5 the 
Acwoith Comraitlee and the o\tihauiing oi lailway policy on the 
basis of diiect management and contiol by the State , (vii) 1924-5'- 1929- 
-^o the Sepaiation Comcntion peiiod ui piospcnty , (vui) 19301 
-1935-6 depicssioii (i\) 19369 paitjal ieco\civ and Railway 
Jiiquuy, and (\) 1939 om\aids Indi in lailways dunng the piesent 
wai 

§4 The old guarantee system ( 1811 - 69 ) ■— The fust pioposah foi the 
constiuction of lailways %veie made in 18 and contemplated the 
constiuction ol lines by lailway compimes incoipoiated in England 
and enjoying a guaiantee by the East India Company oi a spccilied 
return \ccoidingly, contiacts weic made loi the constiuction of 
two small railway lines neai Calcutta and Bombay wuth the East 
Indian Railway Company and the <^reat Indian Peninsula Railway 
Company respc cutely It w<is, howcvci, loixi Balhousie’s tamoiis 
minute on the subject 111 1853 that gave a decisite tuin to the 
Goveinmenl policy in this diiection In this jMmute, Loid Dalhousie 
uiged the cieation of a system of tiunk lines connecting the interior 
of each Piesideiicy with its piincipal poit and connecting the different 
Presidencies with one anothei He emphasized the great social, 
political and commercial benefits which he expected from railw^avs 
both to India and England One of the lesults which Lord 
Dalhousie contemplated with satisfaction fiom lapid railway construc- 
tion by British companies was a moie extensive employment of English 
capital and enterjmse in Indian trade and xnannfactures He preferr- 
ed the agency of companies, under the supervision and control oi 
the Government, to direct construction by the Government, because 
he thought that the conduct of commercial undei takings did not fall 
within the proper functions of the Government, especially m India, 
where it was necessary to discouiage the people's habit of dependence 
•on the Government for everything 

In accordance with Dalhousie's plan, contracts were entered into 
W'lth eight companies between 1854 and i860 for constructing and 
managing railways in different parts of India A fresh stimulus to 
railway construction was given by the experience during the Mutiny 
period, when movements of troops and material were seriously impeded 
owing to defective transport The mam features of the contracts 
with the early guaranteed companies were as follows —(1) fiee grant 
of land, (iiy i guaranteed rate of interest, ranging from 4Y2 to 
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5 per cent and payable at ssd pei lupee , (in) utilization of halt the 
surplus profits earned by the companies to repay the Government any ^ 
sums by which they might have had previously to make good the 
guarantee of ^interest, the remainclei belonging to the shai eholders , 
(n) reservation of certain poweis of supei vision and contiol by the 
Government in practically all matteis of impoitance except the 
choice of staff, and (v) option to the Government to purchase 
the lines aftei twenty-five 01 fifty yeais on terms calculated 
to be the equivalent of the companies' mteiest theiein 

This system, liowevei, pioved to be a gieat diain on the lesomces 
of the State and a buiden on the taxpayer in India For the com- 
panies were unable to earn their 5 pei cent and called upon the Govern- 
ment to make good the deficiency The deficit m the lailway budget 
amounted to Rs 1,66,50,000 by 1869 This was attributed by several 
aitics like Loid Lawience, who in his Minute in 1867 had strongly 
condemned the guaiantee system, to the extravagance of the companies 
who had no incentive foi economy in consti action ^ The \cwoith 
Railway Committee, howevei, have expiessed the opinion that the 
formation of English domicilec^ companies was the only wise course 
for the time, in view of the in gent need foi lailways in India, 
and the shyness of Indian capital making it necessaiy to offei 
special attractions to British capital £01 this purpose On the other 
hand it was put in evidence before the Parliamentaiy Committee of 
1872 by William Thorn ton that unguaranteed capital would ha^se gone 
into India for the construction of laihvays, had it not been for the 
guaiantee England had an immense amount of supei fluous capital 
wMch was seeking outlets in South Ameiica and other countries, and 
it was not conceivable that it would peisistently have neglected India - 
Also the coiitention that the rate of interest actually guaranteed was 
needlessly high is strengthened by the latei expeiience of the Govern- 
ment when they were able, without much, difficulty, to enter into 
contracts on terms much less favouiable to the companies in respect 
of the guaianteed late oh mteiest and othei concessions We may 
also point out that while the Government showed their active interest 
in the promotion of lailways, they did not exeit themselves to build 
up any of the industries lequiied to supply the mateiials demanded 
by the railways and this made them all the moi e expensive 
§5 State construction and management ( 1869 - 79 ) —The Government 
of India were not prepared to continue the old guarantee system, 
their objections being the extravagance of the companies, the absence 
of effective Government contiol ovei them, the inconvenience to the 
Government of a guaianteed rate of interest on the capital of the 
companies, and the lemotcness of the prospect of securing a shale of the 
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surplus piofits to thcniseh es Two impoi taut changes wcie consequent- 
ly made In the case oi some ot the moic important iaih\ay compa- 
nies, lihe the Gicat Indian Peninsula, the aiiangements legauling the 
distiibution oi siiiplus piohts ^vcie alteied so as to enable the Go\eiii- 
ment to claim unconditionally hall the suipius piofits foi each hali- 
yeai, the Government 1 chnc}uisliiug then light to pui chase the lines 
at the end of the fust twenu-five yeais horn the dates of the lespectnc 
coiuiacts \n c\cn moic impoiiant change in policy— lemaikable 
foi the sixties when laissczjcme ideas held the held— occuned when 
the Secietaiy of State decided that, so lai as capital loi new lines in 
India was conceinecl, the State should seciue ioi itself the full benefit 
of Its own aedii and of the cheapei methods of consuucuon, etc 
uiiich It was expected it would he able to use Accmdmgly, foi 
sc\eial yeais aftci 1869, the capital cxpencUtmc was chiefly incmied 
direct by the Go^elnmcnt, and no hesh contiacts with guaianteed 
companies weie mack It was decided to boiiow annually amounts up 
to two million pounds foi constuuting lines to be managed by the 
State and a new chtapei gauge, namely the metic gauge, was adopted 
A vigoious piogiamme oi lailway cpnstiuction then followed with 
satisfactoiy icsults so lai as the costs weic conceincd But the mam 
difficulty "was m icspect of contiiiuoub and adequate piovision oi 
itindb In the fiist place, the Sind and the Punjab lines (latei 
known as the Noith Western) had to be conceited fiom metie to 
bioad» gauge foi stiategic leasons Secondly, the financial difficulties 
of the Government weie increased by the imoads which the falling 
lupee was making on the exchequei, by the famines between 1874 and 
1879, and by the Fiontiei Wai with Aighanistan Moreotei, the Famine 
Commission of i88o held that 5,000 additional miles of lailway weie 
ui gently needed and that the countiy could not be held safe horn 
famines until the Indian lailway mileage had aggiegatcd 20 000 The 
Goveinmeni thus foiced to the conclusion that the State alone 
could not find sufficient iunds ioi pushing ahead with lailway constiuc- 
tion as fast as the Famine Commission lecommcndeti and decided again 
to take the help of capital bon owed by put ate companies 
§6 The new guarantee system ( 1879 - 1900 ) —Thus by the caily 
eighties the cmient of thought in favom of State management had spent 
Its mam force, and a new period in railway histoiy was usheied in 
when the Government decided again to utiiire the agency of guaranteed 
companies with certain modifications of the old teims, and contracts 
were made with the new guaianteed companies, such as the Bengal- 
Nagpur, and the Madras & Southern Mahratta lailway companies 
The chief diffeientiating features of the new guarantee system weie 
as follows —(1) the lines constructed by the companies were declaied 
*•10 be the pioperty of the Secretary of State for India, who had the 
light to determine the contiacts at the end^of appioximately twenty-fi\e 
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yeais after then lespective date^, 01 at subsequent iiiteivals of ten 
years, on lepaying at par the capital provided by the companies, 
(11) mteiest was guaianteed on the capital raised by the companies at 
a lower rate, the most usual late being 3^ per cent , (in) the 
<Goveinment le tamed a much larger share (usually thiee-fifths) of 
the surplus piofits for their own benefit 

Thus the lines constructed undei the new system by the companies 
weie fiom the beginning the pioperty of the Go\ eminent, though 
the companies weie given a ceitain guaianteed late of interest on the 
poition of the capital laised by them and weie allowed to manage 
the lines when completed 

Similarly, when the contiacts with the old guaiantee companies 
evpiied, the Government in most cases exeicised their light of teimina- 
ting them, though the method of making use of this right differed 
in different cases In some cases, foi example the Eastern Bengal, 
the Oudh 8c Rohiikhand and the Sind-Punjab lailways, the lines weie 
]3urchased and transfer! ed to State management In other cases, like the 
East Indian and the Great Indian Peninsula the lines weie acquiied 
by the State, but weie handed* ovei again foi management to the 
^ame companies under revised contracts So also, when the contracts 
with the new guarantee companies expiied, though arrangements 
were made for the continuance of management by the original 
companies, the Goveinment secured more favourable financial condi- 
tions by vaiious methods, such as 1 eduction in the companies’* share 
of capital and in the rate of inteiest guaianteed, and further modifi- 
cation of the clauses 1 elating to the division of suiplus profits 

In the meanwhile biancli line companies were formed and Indian 
States were also invited to undertake railway constiuction in their 
lemtoiies As lecommended by the Acworth Committee, howcvei, 
the Goveinment decided m 1925 to find the necessaiy capital themselves 
ioi blanch and feedei lines ^ 

§7 The present position —*The existing aiiaiigements between the 
Goveinment and the guaianteed companies may be conveniently 
summed up at this stage The State has now come to be the owner 
of the bulk of the trunk lines The a ieatei pait of the capita l has 
become its pimperty, either through having been originally supplied 
by it 01 through the acquisition by the Government of the companies’ 
mteiests on the tennination of the old contiactS5 The capital 
oiigmally contributed by the companies has thus come to be only a 
small pioportion of the total cost of the existing system When funds 
are requiied foi further capital expenditui'e the Government have 
the option of either themselves pioviding them 01 of calling on the com- 
panies to do so Tl^e management of the lailways, except m a few cases,^ 

^ The recent transfei of some of the rail\\ays to State management maiks the 
beginning of a new policy to be^esenbed later n 
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has been left to the companies, though they aie subject to Go\euinient 
control, exeicised, since 1905, through the Railway Boaid created in 
that year, with legard to matters like the standard oLr epaiis. rolling 
stocky public saicty, cooidmation of jthe^ iailv^ay_sys^ms, tram 
seiviccs, lates and fues, etc The Go\einmcnt ha\c also the powei 
of appointing a Cox-cinmeni Directoi to the boaids of the companies 
All these contiacts (except one fixed foi a teim of menty-five peal's) 
aie terminable at the option of the Secietary of State at specified 
dates on payment of the companies’ capital at pai The last of these 
contiacts to expire will be the one wijth the BengabNagpui Railway, 
which tjgi:3mnates jtn 1950 

Bapid extensioSTanil development of railways and commence- 
ment of railway profits (1900-14) — The mam featmes of this period 
were the lapid de\elopmeot of lailways as pait of a new and much nioic 
vigorous policy of national dc\elopment affecting almost exerv blanch 
of economic life The 1 ail ways attained to the dignity of a sepaiate 
department m 1905 when the Railway Branch of the Public Woiks 
Department was abolished and a Railway Board consisting of a 
piesident and two members was estajihshcd at the head of the railway 
system undci the Department of Commeice and Industry A fresh 
impetus was given in 1908, ivhen the Mackay Committee on Railway 
Finance laid down for the futme a standaid of ^1^,500,000 as the 
annual programme for capital expenditure on railways, though it-was 
to b^ subject to periodical revision Although the Government were 
neither able to attain the standard recommended by the Mackay 
Committee nor allowed to adhere over a senes of years to any umforin 
rate, they spent sums considerably larger than had been the case 
in previous yeais The railway mileage in this period increased from 
24,752 in 1900 to 34,656 111 1913-14, and the capital outlay, iiom 
Rs 329 53 croies to Rs 495*09 ciorcs 

Another notable clvaractensuc of^this peiiod was the commence 
ment of lailway piofits m 1900 The unprofitable chaiactei of 
lailways appioxirnately till that date was due to uneconomical 
const! uction and management by the old guarantee companies, the 
construction of unrcmuneiative strategic lines, like the Nouh- 
Westem Railway, and those constiucted for the puipose of famine 
lelief, and the absence of traffic to make a success of this new 
means of transport, which could not at once quite fit in with 
the existing economic organization of the country The losses to 
the State during the first forty years of the existence of the railways 
amounted to Rs 58 crores After that the lailways began to yield 
a net return to the State on the capital outlay at chaige, thanks to 
the general economic development of the counti^j^, and especially of 
the Punjab and Sind under their irrigation works— which have 
enabled even the Frontiei^ Railway, £01 ^ long time regarded as the 
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Cmdeiella of Indian lailways, to pay its way— and the lenewal of the 
original contracts with the guaianteed companies und i terms more 
favourable to the Government The gam to the Str was small foi 
the first ten years after 1900, but by 1904 the total gam had accumulated 
to Rs 103 crores Railway profits, however, are subject to remaikable 
variation from yeai to year, depending as they do on the agiicultuial 
position and the course of the internal and external trade of the 
country The adoption of the recommendations of the Acworth 
Committee, and the letienchment carried out as suggested by the 
Inchcape Committee (1922-5), placed Indian railways in a sounder 
financial position than befoie On the capital at charge of the 
State, the peicentage of net earnings (gross receipts minus woiking 
expenses), before deducting interest on capital at chaige, has vaiied 
between 2 6 per cent in 1921-2 and 7 5 pel cent m 1918 ig, the 
average rate between 1915-14 and 1958 q being a little ovei 4 pel 
cent ^ 

The Retienchment Committee laid down that a five and a half 
per cent net return on the capital outlay should be aimed at by the 
lailways Regaiding the railway ^piofits declaied by the Government, 
Mr Chandrika Prasad observes ‘ In declaring surplus pioflts on the 
lailways, especially duimg recent yeais, the ordinal y commeicial 
principle of allowing for depieciation on stock has not been applied ' 
He contends that the profits declared must be subjected to considerable 
discount on this account This position was upheld by the Ac^oith 
Committee, who strongly recommended that each railway should 
make adequate piovision annually foi the maintenance and the rene- 
wal of Its permanent way and rolling stock The question of the finan- 
cial lesults of the working of railways is further dealt with in chap- 
/tei XI , 

§9 Breakdown of the railway system ( 1914 - 21 ) —Tins peiiod is 
characterized by the uttei breakdown and lapid deterioration of the 
lailways, partly because of the strain to which they weie subjected by 
the necessity of having to piovide for the laige movements of troops 
and mat dials at a time when a pait of the 1 oiling stock, staff, etc 
was required foi the constiuction and woikmg of the militaiy lailways 
in Mesopotamia and other theaties of wax, and paitly because ot 
the general financial embaii assment of the Government, who weie 
compelled seriously to cm tail the annual piogramme of capital 
expenditure on lailways To add to all this, it w^as exUeniely difficult 
to obtain any laiiway materiaj fiom England duimg this peiiod Not 
only had the fiesh extension of lailways to he practically held up 
but even the existing lines could not be maintained in good condi- 
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tion Ihe Acwoiih Committee ^nc the pietiiic oi the 

hieahdo\Mi of the iaih\a\ s\stcm iindei the stiess ol wai conditions 
‘ Theie are scoies oi budges with giidets unfit to caiiy tiain loads up 
to modem lequnements , thcie aie nuim miles of mils, hundieds of 
engines, and thousands of isagons, uhosc iightful date ioi lenewal is 
dong o\eipast’ It is no mattei loi siiipiise thciefoic, that kmd 
complaints weic made by the public ind the Hading community 
about the gieat incom cniencc to passcngei and goods tiafhc Public 
opinion was becoming steadil) hostile to the management of the 
bulk of the State lailways b\ English domiciled companies and demand- 
ed that the State should take ovei the management wheie\ei possible 
^10 The Aoworth Committee “It was also being mcieasingly lealized 
that the Raihvay Boaid, as it was constituted, was not able to take the 
imtiatne m laying down laiiwav policy and tailed to e\eicisc effeeme 
(ontiol o\ei the laihvay administiation, especially in icgaid to faies 
and lates, being o\ei loaded witli loiume, tiammcllcd by unnecessaiy 
icstiictions and handicapped bv its ignoiamc of local conditions and 
inadecj.uatc qoiovision loi technical and inspecting staff So also the 
need loi a fiesh lead wuis tcit in respect ol the lutuic policy of laihvay 
finance -VIl these questions wTie thcicioie, leiciied to a special 
committee appointed 1920, and picsidcd o\ei by a lail- 

wciy e\peu fiom England, the late Sn "IVilham Acwoith The imme- 
diate cause of the appointment of the committee, however, was 
the question as to the action to be taken in connexion with the 
East Indian Railway, State-owned but managed by the East Indian 
Railway Company, whose coiiuact with the Government was teimm- 
able ill Decembei 1919 As a temporal y measuie the old contiact 
was extended to the end of 1924, and the geiieial questions aiismg 
out of the discussion legaiding the lespective meiits and dements 
of various possible systems of management were lefeiied to the Acwoith 
Committee Aftei a compichensne inqimy the Committee issued 
then Rcpoit in the followmg ycai entbodying then findings on scvcial 
questions ol impoitance wdnch we shall now piocecd to levicw’^ We 
^hall, howevei, fit si deal with the State \eisus Company management 
contioversy 

U1 Case for State management m India,— Ojiuiheoieticai 455 oimds 
the case against lailway management by the State may be conceded 
to be stiongi But when we come to considei, with lefeience to f 
any particular country, w^hcthei it ought to adopt company or State j 
management, simple appeal to tlieoiy is of little use Actually, his-\ 
toiical causes rather than theoietical considei ations have determined 
,«<iny particular system in operation, and diffeient countries are pros- 
pering more or less under different systems The Gqveimnent under- 
take railway business for vaiious reasons, either p< 5 htical, or in order 

^ Consult on this subject W IM A.-cwortli, ^<ite Railway Owner^htjit 



£0 make up foi the lack of pii\ate enteipiise, oi again, m oidei to 
secure foi the people cheaper lates, better facilities and more impaitial 
t^atment of the vaiious inteiests All those leasons have been moic or * 
less poweiful in India m stiengthenmg the case foi State management 
Moieovei, company management in the tiue sense of the woid is im- 
piacticable in this country, and, theiefoie, as the Majoiity Repoit 
of the Acwoith Committee points out, the whole refeience to foreign 
countiies and the i datively gieatei success achieved by company 
management elsewheie is nielevant State ownership already exists 
foi the most pait m this countiy and also dnect State management to 
some extent, as m the case of the Northwestern Railway and Eastern 
Bengal Railway, the East Indian Railway (1924) and the Gieat Indian 
Peninsula Railway (1925) Most of the State owned railways weie, 
howeiei, managed until lately by companies with a London domicile, 
and even today some State owned 1 ailwa) s continue to be managed 
by Companies But the opinion that the management of all the 
lailways should be taken ovei by the State is gaming steadily m 
btiength and \ehemence It has been suppoited by the Majoiity of 
the Acworth Committee and non official Indian public opinion gene- 
lally Theie is a geneial consensus of opinion that, in any case,*^. 
management by companies—at least by companies with a London ] 
domicile— must go The Acwoith Committee, however, were divided 

as to whether the alternative should be State management, 01 manage- 
ment by companies with an Indian domicile The ma]Oiity, headed 
by Sii William Acwoith the Chanman, pionounced definitely m favoui 
of the formei alternative The case foi State management in India 
may be pul as follows ^ 

Though a company imesting its own money, managing its own 
piopeity and judging its officials by then success in producing lesults 
in the shape of dividends usually conducts business with moie 
enteipiise, economy and flexibility than aie ^common in bysinesses 
dnectly managed by the State, tfie English companies managing State 
Railways 111 India hate long ceased to be companies in this sense 
The piopeity entiusted to iheir management is not then own and 
then financial stake in it is compaiatively \eiy small ^ ^uch a system 

^ ci icdjorih Comnntfte EepO'it^ pais '^10-39 
In this connexion, the following figurei* will be found inteiesting The 
total capital outlay at charge on all lalh^ays, including those under construction, 
amounted to Rs 852 59 crores at the end of Maich 1040 Out of this, Rs 758 62 
Cl ores was capital at charge on State-owned r always, including piemia paid m 
the purchase of companies’ lines The remainder, Rs 93 97 crorcs, lepiesented 
capital raised by Indian Stales, companies and District Boards By fai the 
greatei portion of this amount, namely Rs 729 72 ciores, is Government capital 
and only one-lwentyfifth, oi Rs 28 89 ciores, is owned by companies The 
h^ures include Rs 38’S2 cioies on account of capital^ expenditure to the end of 
March 1940 on strategic lines See Report on Indian Railways (1939-40), \o! I, 
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has never woiked satisractoiily in the past and cannot be made to do 
so in the futuie The management is only nominally entuisted to 
the companies, for the Government, feeling themselves to be the real 
owneis, have left no leal initiative m the hands of the companies 
Important matters like the creation of appointments, etc are largely 
'controlled by the G<ncinmeiU Thus the companies cannot and 
do not manage the undei taking and cannot break new ground m 
anv dnection except with the sanction of the Government The 
Government do not feel an obligation to take any initiative themselves 
Noi can they stir up the companies, if the latter aie supine In shoit. 
It IS a system undei which a piogiessive company is hampered 
by meticulous Government contiol ovei eveiy detail of expenditme, 
and undei which, on the othei hand, the utmost wisdom on the part 
of the Government is not able to pi event in pines caused by the unwise 
and unpiogiessne policy of a company^ board both to the revenues 
of the State and the economic development of the counti y As regards 
the pioposal put loiwaid bv the Minoiity, that the management 
should be tiansfencd horn English to Indian companies, the first 
objection is tjnt the Indian companies vwuld have only a mmority 
mteiest in the iinckuakmg The State would lem im the picdommant 
paitnci, appoint onc-half of the dncctois and nominate the Chairman 
and so letam its contiol The division of lesponsibihty between the 
Government and the Boaid of Dncctors would still continue, and 
the executive officeis, with a divided allegiance to a Board of Directors 
which appointed and paid them, and to the Government which stood 
behind the dhectois, could not do the best woik of which they were 
capable Competent business men would lefuse to lom the Boaid 
if they found their power limited by Government control and Govern- 
ment regulations, and this seems inevitable under the plan advocated 
by the Minot ity A mere change in the domicile of the company, 
theicfoie, would not* impiovc maUeis a% companies substantially 
independent of Govcinmciit could not bo fmmed ui India, and 
'v^lucrt such Independence the advantages of piivate cnterpjise 
^ could not be gained Indian domiciled toinpanies, again, would not 
to be of mudi assistance in raising the necessary funds foi 
\ laxlway constiuction The Government would always have to take 
the larger shaie of this work on themselves, at|d they would find 
thts^task much easier undei a system of State management than 
^i^d^ company management Company management, what ever the 
domioH^^ be unpopular jn InSia ^ J$qra\he financial, ecocum'xc 

money required foi Indian railways s hou ld 
I ^G^^forward be raisrf in India itself al fat as possible and these 
will be more leadily.mbscribed to by thg tJoyerngient 

themselves take over the management of ^ the lailways Again^ If 
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resor t to external loans is necessary^ the ciedit o£ the Government 
of India and the Secretary oi State as the gieatest bankers of the"* 
country is an asset of inestimable value One of the most important 
arguments in favoui of State management m this country is the 
generally accepted view that company management has shown itself 
wd&lly_negligent of national *lntSesti^“~^These evils would have a 
greater chance of being remedied under" State management Anothei 
advantage expected from State management is the economy in the 
expenses of woiking the railways At present the State has to pay not 
only interest on the company's shaie of the capital but a share in the 
profits as well, which undei State management would accrue to the 
Government treasmy instead of going to absentee companies in London, 
or to piivate companies with an Indian domicile, supposing such were 
started Actual expeiience of State management m India has shown 
that it does not in any way compare unfavourably with company 
management A seiious disadvantage of the present system comes 
from the fact that the vested interests of the lailways in the different 
parts of the country contiol not meiely the carnage of goods and 
passengers, but also the construction of new lines, trunk or feeder, 
and the connexions of two oi more different lines Spheres of in- 
fluence have come into existence ind form an obstacle id the way ol 
proper lailway development Under State management this evil '^vroiild 
be avoided, and lines would be constructed as demanded by the real 
interests of the countiy Again, under State management, the con- 
venience of traders and passengers would be much better attended 
to than is the case at present^ The companies have been chalgedE 
with making the maximum amount of piofits their sole object, and 
there is great dissatisfaction in India on account of their alleged 
neglect of trade mteiests and the interests o£ passengers, more particu 
larly of the third-class passengexs The giievances of the public have 
a much greater chance of being speedily and effectively redressed 
under Slate management The Boaids of the railway companies# 
situated in Londoiij^have been g^neially msen&ble to such represen- f 
tatjons from Indian interests as happen to reach them On the! 
other hand, European mei chants being better organized and better 
represented in England can make their voice more easily heard 
Such a state of things cannot be regarded as conducive to the rapid 
development of our commerce and industry Apart from racial 
prepossessions, control exercised horn a distance of 6,000 miles is 
bound to be highly inconvenient, because it unduly fetters the railway 
executive on the spot 

Point was lent to this controversy when the contracts with the 

^ As Mr N B Mehta points out, the lack of inter-railway competition and 
of a vigilant public ogimon has made State contrdl almost a moral obhgatjo« 

India See Indtan Railways^ Rates and Regulattoi^Sy p 81 
X 
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Gieat Indian Peninsula and East Indian Raihva)s wcie due to evpiie 
in 1924-5 In Febiuaiy 1923, the mattei canic up befoie the Assembly 
The feeling of Indian non official membeis ivas decidedly in la\oui 
of whole lieai ted State management, with the consequence that the 
simple motion foi taking these two lailwavs imdei State management 
was passed They weic accoidmgly taken o\ei by the Govcinmcni 
foi diiect management The Buima Railways also passed undei 
State management fiom Jaiuuii} 1929 The Southern ?un|ab Rail- 
way xvas pm chased by the State in 1930 It is woiked b) the 
Noith-Westeni, a State owned and Slate managed railway In \iew 
of the sticngth of public opinion and its unmistakable piefeience 
foi State management, the piobabilities aie that ail the lailways in 
com sc of time will come undci Go\ eminent management The 
latest additions to State manigement aic the BB 8.01 and the 
Assam-Bengal Railways, which wcie taken o\ei with effect from 
1 January 1942 

U 2 Separation of railway finance from genera! finance — The Ac 
woith Committee uigcd the scpaiation of lailway finance horn geneiai 
fi nanc e on vaiious grounds In the fn&t place it wwild lemove the 
element of unceitamty in the annual Budget estimates due to tlic 
inclusion thcicm of laiiway piofits^ These \aiy accoiding to the 
charactei of the season and uade conditions, with the lesuit that 
the estimates might be out In scMial cioies oL lupccs The case 
loi sepal ation was seen to be c\en stiongci horn the railway stand- 
point The depen dence of the laiiways on the exigencies of the General 
Budget pi events them fiom being iiin on a commercial basis ^ The 
aiiahgeiiTCnt %vhicli assumed that the lailway concern goes out of busi- 
ness on 31 March eveiy ycai and begins life afiesh at the beginning of 
each official yeai w as ob^ lously cleUimenlal to the lailways The sepaia- 
lion of the two budgets w^as calculated not only to enable the railways to 
be conducted as a business undertaking but also to fiec the Gorein- 
incnt horn the many difficulties and unceitaintics of the old system 
In view^ of the impouance of the srflbject a icsoiuuon wms bi ought 
before tlie Legislative Assembly m Scptcmbei 1921, when a Joint Com- 
mittee of the two houses was appointed 10 imestigate the question 
iThc comnjiixtec clcclaied nnmcdiaie separation to be outside practical 
polit^ s They weie, however, impiessed with the necessity of le- 
habihtating iKe existing railway lines, which had been utterly neglected 
duiing the war period, and recomrnended a guaranteed programme 
of Rs 1^50 crores to be diAiibuted over a period of five yeais and 
to be spenrupoii the improvement and completion of the existing 
Imes^ and provision of better amenities for third-class passengers 
The Assembly endorsed this lecomi^endation (1924) and it was also 
induce^ to stecept the scheme for separating railway finances from 
general finances on the- condition of ensuring to tfie latter a definite 
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ascertainable annual contiibution horn railways, which was to be 
the first chaige on then net leceipts This contiibution was settled 
upon the basis ot one pei cent on the capital at charge of commercial 
lines, excluding capital contributed by companies and Indian States, at 
the end of the penultimate financial yeai, plus one-fifth of the surplus 
profits in that year, mteiest on capital at charge of stiategic lines and 
loss in woiking being deducted The Legislative Assembly stipulated 
that if, after payment of the contiibution so fixed, the amount available 
for transfei to the Railway Reserve should exceed Rs 3 ciores, ; 
one-thiid of the excess should be paid to the general revenues This 
Railway Reserve was to be used to secuie the payment of the annual 
contiibution, to piovidc, li necessaiy, for an ears of depieciation and* 
for writing down capital and generally to stiengthen the financial | 
position of the lailways It was expected that by this airangeinent* 
the Indian taxpayei would be assured of a regular contiibution in relief 
of taxation from his investments in lailways, while the task of maintain- 
ing a continuous financial policy and of distinguishing between a tempo 
laiy and peinianent suiplus 01 deficit in accounts would be immense!) 
facilitated The fiist sepaiate lailway budget undei this scheme was 
presented to the Assembly in Maich 1955 The financial lesults of 
the Sepal ation Convention aie leviewed in chaptei xi ^ 

§13 The Wedgwood Railway Inquiry Committee ( 1936 - 7 ) —The seii- 
ous deterioration in the financial condition of the lailways fioni 
1930 to fg^^Tf^ated a peisistent demand for a searching mquii) 
into their affaiis Sii Otto Niemeyei, the financial expeit who 
came out to India in Januaiy 1936, put in a strong plea for a 
thoioughgomg overhaul of railway expenditure and the early establish 
ment of effective co-oidmation between the vaiious modes of transpoit 
in his Report on Financial Settlement between the Cential Govern 
ment and Piovinces under the new Constitution (1935) His 
Report! xmpaited a new uigency to the pioblem of financial 
ic-oigamzation of railways by making the assignment of a half shaie 
of the xircome-tax by the Cents. al Government to the Provinces 
dependent upon the Railways paying then way and resuming then 
contribution to general revenues The Public Accounts Committee 
of the Legislative Assembly strongly endoiscd Sii Otto Niemeyei ’s 
suggestion in its Repoit issued fiom Delhi in Septembei 1936, and 
lecommended the early appointment of an expert to suivey the whole 
field of railway finance Eventually, instead of one expert, it was 
thought necessaiy to appoint a Committee of three expeits, and 
accoidingly the Indian Railway Enquiry Committee was appointed in 
October 1936 with Su Ralph L Wedgwood, Chief General Managei, 
London 8c North-Eastern Railway, as Chairman 

^ Indian Finq.nciff .1 Knquiry {'^lemeyer) Report, par 31, published in April 
i 9;^6 (See ch xi ) ' 
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The Repoii ot the Goramittte, published in June 1937, contanib 
many valuable suggestions concerning almost e\eiy aspect o£ lailway 
working for impro\ing elliciency and effecting economy It leaffirnis 
the majority of the iccommcndations oi the Pope Committee, which 
during the years 193^2 4 had inauqiu >ied a detailed analysis of cveiy 
important activity ol laihvay opeiation iviih a mcw to eaiiying out 
economies and attaining bcttei elliciency It uiged the need loi an 
adequate depreciation fund and considcied that a nomial balance 
of Rs 30 crores would not be excessive It fuithei lecommended that 
the railways should build up a geneial lesene fund to seue as an 
equalization fund foi the payment ot nitcicst chaiges and amoi ti/ation 
of capital ^ 

The Committee lightly stiessed the impoitance ol the iaiiwa)»s 
incieasmg their populaiity and impio\ing then lelations wuth the 
public, and to this end lecommended ciosei liaison with the Pi ess 
thiough a press liaison oflicei and a Railway Inioimation Office The 
Committee did not iavoiu iaige amalgamations oi railways as a 
general policy lest they should lesiilt in unwieldy admimstiation - 
The lecommenclatioiis of the Wedgwood Committee icgaiding revision 
of rates and fares, and laikoad co oidination, aie dealt with m latei 
sections ® 

§14 Indian railways during the present war — One of the lesults of 
the present war has been the increased tiaffic making abnormal 
demands on transport capacity The lailw^'ays aie bettei equipped to 
face the situation than during the last war (see §9 ante) thanks to 
the period of piospeiity that followed it Large sums have been 
spent upon new constiuctions, on impiovement 111 working methods, 
on moie poweiful locomotives, etc In his speech on the Railway 
Budget foi 1940-1, Sir Guthrie Russell, Chief Commissioner foi 
Railways, estimated that the 1 ail ways could, with then existing 
‘Capacity, if the necessity aiose, absorb all the coastwise traffic except 
coal 3 Even so, as Mi C A Muulicad pointed out m Ins piesidcntial 
address at the 42nd session of the Iifdian Raihvay Conference, more 
•equipment would probably be needed to beai the additional freight 
ff owing horn India’s mdustiial expansion and the assumption of 
her new role as the aiseiial foi the Eastern gioup ol Empire countries 
Other handicaps the lailways have to face are the depletion of 
supervising staff, consequent on the lelease of railway personnel 
for military service, and the dismantling of branch lines for shipment 
overseas 

On account of wai an immediate stait could not be made on 
^he production of broad gauge locomotives at the Kancharapara 

^ Reportj pars 206 and 210-11 
» ^ Indian Railway Enquiry Report ^ chs xii and xm 

® Railway Budget for 19^0-41, par 2 * * 
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{EIR) lailway workshops, which aie reqmied foi pioduction of 
iTiunitions of war The scheme ioi their manufacture, as lecommend- 
ed by two expert lailway officers, has however been appioved^ 

Wa 7 Transpo')t jBoaid —Reference may be made here to the 
establishment in 1939 of the Wai Transjooit Boaid, which is piesided 
over by the Chief Commissionci foi Railways and which consists of 
the representatives of the Railways Depaitment, the Quartermaster 
General, the Commeice Department, the Defence Cooidmation De 
partment, the Finance Department, and the Shipping Controller of 
India This Boaid is responsible foi ensuring, as fai as possible, 
supply of tianspoit sufficient to carry all essential tiaffic and to see 
that the vaiious forms of tianspoit are co-oidmated to achieve the 
utmost economy 

Some Problems or Railway Administration 

§15 Railway rates ipolicy — It has been a longstanding Indian giiev- 
ance that the railway lates in this countiy have been based solely on 
considei ations of pecuniaiy advantage to the railways, and, what is 
much worse, they have been manipulated so as to help European 
merchants and hinder the d evelopment of ^ndi an industries and 
enterpiise This complaint was voice Jl 5 ^Sir Ibrahim RSIiimtulla in 
the Imperial Legislative Council m 19115, as also by a number of wit- 
nesses before the Industrial and Fiscal Commissions and the Acworth 
Committee One of the specific charges m this connexion is that the 
rates aie framed so as to encourage tiaffic to and from the poilis at 
the expense of internal tiaffic, thus encoui aging the expoit of raw 
materials and the impoit of foieign manufactuics ^ Indian business 
men and industrialists complain that they have often to pay rates 
which they consider unfair, both on the raw materials which they 
haye to obtain from other paits of India and on the manufactured 
articles which they dispatch to vaiious maikets The * block lates' 
system^ has also aroused much discontent as leading to an artificial 
diversion of traffic inconvenient to industiy and trade An incidental 
effect of the railway rates p(>licy in the past has been the congestion 
of industries in the port towns, which is lesponsible foi many of 
then present difficulties Foi example, the serious laboui difficulties 
are to no small extent due to the concentration of the industiies in 


^ Meti e-gauge locomotives are being manuf actui ed in the railway woikshops 
of the B B & C I Railway at Ajmer 

See Fiscal Commission Report ^ pai 127 
^ ‘Block rates’ mean higher mileage chaiges for short lengths imposed on 
traffic moving ftom a station, n*^ai a junction with another system, towards 
the junction in Older to travel a much longer distance over that other s}stem, 
with the object of retailing traffic on the line on which it originates and pi eventing 
or'’ ‘blocking’ it from passing off, aftei only a short le^d, on to a rival route 
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centres situated far ai^ay from the interior The adverse effect of 
the lailway lates policy on water tianspoit m India is referred to in 
a later section 

As the Fiscal Commission admit, the complaints legaiding the 
unfair treatment meted out to Indian mdustiics were not entirely 
without foundation In piacticc the lailwa^s ha\e en]aycd full dis- 
cretion m manipulating the rates within the limits sanctioned by 
the Railway Boaid and m pulling paUicuhi commodities into 
particular classes The Industrial Commission, aftei carefully going 
into the question, made recommendations in fa\oiu of the rating of 
the internal traffic as neaily as possible on a basis ol equality with 
tiaffic of the same class and over similar distances to and fiom the poits, 
so as to encourage the ti ansf or mation of the raw matcuals into the 
most finished state possible before export They also recommended 
that consignments travelling ovei more than one line should be charged 
a single sum based on the total distance The Fiscal Commission 
endorsed these recommendations, and held that, within the limi- 
tations laid down by their picdcccssors, special lates should be 
granted foi a term ol years to new industucs, and even to others 
if they could make out a proper case for special ticatmenr The 
Agricultural Commission, who examined the question ol railway rates 
policy in Its bearing on agncultmal development, suggested a closci 
CO oidmation between the Agncultmal Departments and the railways, 
and recommended the grant of concession rates on the transport of 
fertilizers, fuel, foddei, milch cattle, etc They fuither suggested a 
re-exammation of rates on raw material for, and transport of, agri- 
cultural machinery and implements ^ Some of these i ecommendations 
were accepted by the Government of India in Apiil 1930 Agricultural 
implements have been reclassified with the object of lemoving 
anomalies The rales £01 carnage of live-stock have been examined 
and reductions have been made The Wedgwood Committee note 
the criticism that the ^structme of Indian railway rates is cumbious 
and illogical and calls for diastic simplification They iccommend 
that the Railway Boaid should inquire into the system of chaigmg 
at scheduled lates with a view to simplification - 

As recommended by the Acwoith Committee, a Rates Advisory 
Committee consisting of a President, one member icpiesenting the 
commercial interests and another representing the railways, was 
in 1926 to investigate and make recommendations to the 
Government on the following subjects, (1) complaints of undue pre- 
ference, (11) complaints that rates are unreasonable in themselves, 
(ill) complaints or disputes in respect of terminals, and complaints 
that railway companies do not fulfil their obligations to 

^ AgncuUuml Commtsswn Report, pp 377-9 ^ 

Indian Railway Inqdtry Committee Report, pai 127 
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piovide leasonable facilities to trade, (iv) the 1 easonableness 01 
otlieiwise of any conditions as to the packing of articles specially 
liable to damage, 01 liable to cause damage, (\) complaints in 
respect of conditions as to packing attached to a rate The Commit- 
tee’s constitutional position is only that of an advisoiy body, whose find- 
ings may or may not be accepted by the Government As recommended 
by the Wedgwood Inquiry Committee the procedure of the Committee 
has lecently (1940^ been simplified and made more expeditious 
Instead of the piesdit Advisory Committee, however, it is desirable 
that theie should be a body with mandatory poweis, like the Railway 
Rates Tiibunal in Gieat Britain 01 the Inter-State Commerce Com 
mission in the USA 

§16 Reorganization of the Railway Board — The Acwoith Com- 
mittee suggested a reorganization oE the Railway Board so as to make 
It a satisfactory agency through which the Government of India could 
cxeicise eflective supervision ovei the whole railway system in the 
country The rcoiganized Railway Boaid consists of a Chief Com- 
niissionei, a Financial Cominissionci and three membeis^ Instead 
of the Acw^oith Committee’s recommendation of thiee territorial 
divisions with a Gommissionei in* charge of each, the plan of dividing 
the work on the basis of subjects has been adopted One member 
deals with technical subjects, and anothei with geneial administration, 
peisonnel and traffic subjects, the Financial Commissioner representing 
the Finance Depaitment on the Boaid and dealing with all financial 
questions The Board is assisted by five Directors (for *Civil 
Engineering, Mechanical Engineexing, Traffic, Finance, and Establish- 
ments) who relieve the Chief Commissionei and the membeis of 
much cuirent woik, enabling them to devote their attention to large 
questions of railway policy, to torn over the various railway systems 
and to maintain personal touch with local Governments to a greater 
extent than was previously possible 

§17 Railway Advisory Committees — ^The Cc/mmittee recommended 
the establishment of Central and Local Advisory Councils to give 
the Indian public a voice in railway management Accordingly all 
State-owned railways now possess Advisory Committees There is also 
a Committee of the Central Legislature consisting of representatives 
from the Assembly and the Council of State 

§18 Indianization, etc — Both the Acworth Committee and the Lee 
Commission (1923) recommended the extension of facilities foi 
training Indians for the superior railway services, a standard of 
seventy-five pei cent of such posts being laid down by the latter body 
The Government have accepted this recommendation and accoidmgly 

^ The post of one membei is held in abeyance For some criticisms and 
suggestions concerning* the present lailway admmistrgttion see Indian Railway 
Inquiry Committee Report (1937), pars 78-90 
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the Railway Boaid has alicady lahcn steps to extend naming facilities, 
%vhich aie an essential pieliminary to the Iiidiani/ation of the lailway 
seivices The Government of India icaOiimcd the policy of Indianiza- 
lion of railway seniccs in the couise oi the debate on the Wedgwood 
Committee's Report (see ^13 above) 

The Acwoith Committee also made lecommendations ioi meeting 
a mimbei of popiilai guevances The Government have taken ceitam 
steps to this end, such as adding to the 1 oiling stock, extending 
platfoim and waitmg-i 00m accommodation, electing new stations, 
pioviding bettei water supply, appointing Conti oiling Passengei 
Supeuntendents, etc The thud class passengei contubutes the 
laigest amount to the 1 ail way cainings iiom passenger iiaflic, and, 
apait from othei consideiations, it may be good business to mciease 
the atti actions of tiavel foi him 

§19 Federal railway authority— By the Government of India Act 
of 1935 It IS piovided that, while the Fedeial Govei ament and 
Legislature should exeicise a general contiol over lailway policy, 
the actual administration of lailways in India (including those 
woiked by companies) should be placed in the hands of a staiutoiy 
lailway authoiity which is to be n;he executive authoiity ol the 
Federation in 1 aspect of the icgulation, constiuction, maintenance 
and operation of railways The lailway authoiity is to act on business 
piinciples consistently with due legard paid to the mteiests of 
agriculture, industry, commeice and the geneial public In the 
discharge of its functions it is to be guided by such instiuctions on 
questions of policy as may be given to it by the Fedeial Government 
Not less than thiee sevenths of the members of the authoiity 
aie to be persons appointed by the Governor Geneial in Ins disci etion, 
who IS also to appoint one of the members as Piesident 

The authority is to establish, maintain and contiol a fund (to 
be called the Railway Fund), and moneys leceived by the authoiit), 
whethei on revenue or capital accourit, in dischaige of then functions 
and all moneys piovided out of the revenues of the Federation to 
enable the authority to discharge its functions will be paid into this 
fund and all its expenditure will be defrayed out of the fund 

The Governoi -General may fiom time to time appoint a Railway 
Rates Committee to give advice to the authority in connexion with 
any dispute between pexsons using a lailway and the authoiity as to 
Tates and traffic facilities which he may require the authoiity to lefer 
to the Committee 

A Bill or amendment making provision for regulating the rates 
or fares to be charged on any railways cannot be introduced 01 moved 
in either Chamber of the Federal Legislature except on the recom- 
mendation of the Governor-General ^ 
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The Governor General is empoweied to make lules lequning 
the authority and any Federated State to give notice in such cases 
as the rules may prescribe of any proposal foi constructing a railway 
or for altering the alignment or gauge of a railway and to deposit 
plans 

Any objections on the part of the authority or a Federated State 
on the ground that the carrying out of the proposal will result m 
unfair 01 uneconomic competition with a Federal railway 01 a State 
lailway must be refeiied by the Goveinoi -General to a Railway 
Tribunal which is to consist of a President (appointed from among 
the judges of the Federal Court by the Governor-Genei al after consulta- 
tion with the Chief Justice of India) and two othei persons selected 
to act in each case by the Governor General from a panel of eight 
persons with lailway, administrative 01 business experience 

An appeal will he to the Fedeial Court from any decision of 
the Railway Tribunal on a question of law ^ 

These piovisions of the Government of India Act (1935) icgaidmg 
the Fedeial Railway Authority have met with much opposition on 
the ground that they consideiably detract from the legislative and 
popular contiol over railway policy and administration This also 
explains the adverse criticism of the recommendations jmade by 
the Wedgwood Committee (1937) with a view to the avoidance of 
political and administrative interfeience with the Federal Railway 
Authority 2 The creation of the Federal Railway Authority^ like 
other parts of the fedeial structure envisaged by the Government of 
India Act of 1935, is, if not virtually dead, suspended indefinitely 
§20 Economic effects of railways The advantages of railways (as 
of other means of annihilating distance) from the political, social 
and cultural point of view are obvious and need not be dwelt upon 
here Efficient admimsuation, military defence, famine relief, the 
growth of trade and industiy, an ehective exploitation of the lesources 
of the country, an even dzstiibution of its population— all depend on 
lailways as the most important foim of piacticable transport The 
growth of towns and port development are also rendered possible by 
railways The invaluable assistance which railways can render in 
conducting vaiious publicity campaigns foi the impiovement of 
sanitation as well as for the introduction of reform in agiicultural 
practice has already been referred to ^ Lastly, Government revenues 
benefit both directly and mdnectly from the railways directly, 
because the Government shaie m the piofits from the railways, and m- 
dnectly because they increase the total wealth of the country and 
consequently the taxable capacity of the people 

^ See Government 9 f India Act (1935), §§181-99 
^ Report of the Indian Railway Inquiry Committee, pars 215-21 
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Railways, however, have not been an unmixed boon in India 
‘We have aheady spoken of the pan which laihvay consti action 
has played in hastening the destuiction of indigenoiib indu sines and 
in bringing about the one-sided economic development of the countiy, 
under which its exports consist almost entiiely of law mateiials, 
and Its impoits of manufactmed ai tides As legaids the help deincd 
£iom railways in the mattei of oiganizmg effective famine relief, we 
must not f 01 get that there is another side to the pictiue Raihva^s 
have increased the luiahzation of the country by contributing to 
the decline of the indigenous industries, and this has rendered laige 
numbeis of people, especially artisans like weavers, more susceptible 
to famine than they used to be Thus if the railways have facilitated 
tire work of famine relief, they may be said, on the othei hand, to 
ha^/e increased the volume oi this work In the earlier days of railway 
development, the fuel requirements of railways led to the lecklcss 
destruction of forests until the Government took the necessary steps 
to check this process Railway development in this country has also 
meant the introduction of foieign capital and foreign investment, 
and this, as we have aheady seen, has brought ccitaui disadvantages 
along with some advantages 

§21 Heed for further railway development — Most of these adverse 
effects, however, are due not to railway construction as such but to 
the manner m rvhicli it was brought about and the undue haste 
that was displayed m connexion with it As a matter of fact it is 
of the greatest impoitance that, subject to proper safeguards, railway 
development should be pushed as fast as possible, m order to expedite 
the industrial and commercial progress of the countiy That India 
IS poorly provided with lailways can be seen fiom the fact that, while 
Europe (excluding Russia) coveis 1,660,000 sq miles and has 190,000 
miles of railways, India contains 1,803,000 sq miles of countiy and 
has but 39,712 miles ol^ railways (1928) ^ 

Particularly when judged by the^ standard of population, India 
IS much worse provided with railway facilities than are many other 
countries It would of course be absurd to contrast the lailway 
mileage of agiicultmal India, with her \ast mountain langcs, great 
liver estuaries, wide-spieadmg deserts and barren places, with that of 
a highly industrialized, compact countiy like England, whose every 
square mile, almost, is made to contiibute something to the national 
income Further, it must be lemembered that the need for communi- 
cations in India can most effectively and cheaply be met m many 
cases by mechanized road transport and water carriage m preference 
to railways But even so there is undoubtedly great need and scope 
for extension of railways It is also important that every possible 

r 

«• 

^ Speech of the President, Indian Railway Conference, 1928 The position has 
not materially changed since th^n 
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€ffoit should be made to raise the requiied capital in India^ and 
lastly, It IS essential that lailway industries should be developed and 
fostered along 'with railway construction This is a matter which 
has so far been almost entiiely neglected The danger of India’s 
dependence on outside supplies foi railway materials and even foi 
ordinary repaiis was fully disclosed during the wai of 1914-18 Steps 
should therefore be taken to put an end to this dependence Other- 
wise also, in the general interests of mdustiialization, the case for 
indigenous railway industiies is cleai 


Road Transport 


§22 Recent road history — The unsatisfactoiy state of load tianspoit 
in India about the middle of the last centuiy has alieady been 
alluded to The East India Company, being mainly a commercial 
corporation, neglected an impoitant duty of a civilized Government 
in that it took little inteiest in load-making Whatevci limited pro- 
giess was made was due to the initiative taken by individual adminis- 
trators like Lord William Bentinck, who levived the idea of a highway 
connecting the north of India with Bengal, resulting in the constiuction 
of the Gland Trunk Road linking Peshawar with Delhi and Calcutta^ 
The little importance attached by the Company to the road needs of 
the civil population is shown by the fact that roads were then placed in 
charge of Provincial Military Boaids instead of being entrusted to a 
special Public Woiks Department 

India, however, entei ed upon a new epoch of 1 oad making 
during the time of Loid Dalhousie, who, in addition to his active 
interest in the promotion of railways, initiated a more vigorous 
load policy, and for this pm pose, over and above the central Public 
Works Department, there were created m 1855 similar depaitments in 
each piovince replacing the old Military Boaids A second factor 
which has promoted road development during the last eighty yeais 
or so has been the influence** of railways As railway constiuction 
proceeded apace it became increasingly necessary to build roads to 
feed the railways lather than to compete with them, 'leading to a 
demand, which lemains today far from being completely satisfied, 
for bridged and metalled roads at right angles to the railways and 
giving access to them in all the seasons of the yeai ’ ^ The extension 
of railways and the intimate financial interest of the Government in 
their profitable working has, however, led to a certain neglect of 
roads, especially of trunk loads where they run parallel to the railways - 
The progressive policy of Lord Mayo and Loid Ripon with regard 
to local self-government, under which local control over local aSaiis 

was provided, acted to some extent as a stimulus to road development 

» 

^ Agricultural Commission Report, p 370 

^ See Road Development Coi^mitfee Report, 17 
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The total effect of all these factois is leflectcd in a considciable actuity 
in road'building duiing the last eighty years oi so 
§23 The mam features of India's road system — Iheie exist at pie- 
sent foiii great tiimk loads sti etching acioss the countiy, with which 
most of the impoitant subsidiaiy loads aie linked The most 
of the tumk loads is the ancient maiching loiite foi ainiics, known 
as the Gland Tinnk Road 'vvhich sti etches light acioss the noithein 
pait of the conntiy fiom khybei to Calcutta , the othei thiee connect 
Calcutta with Madras, Madias with Bombay and Bombay with Delhi 
These four mam roads accounted foi about 5,000 out of the 82,299 
miles of metalled roads in British India in 1936-7 ^ Southern India 
IS most favomed both as legaids the numbei and the satisfactory 
chaiactei of its subsidiaiy roads The woist-seived legions aie 
Rajputana, Sind, paits of the Punjab, Oiissa and Bengal Aiidity, 
sparseness of population, unbiidgcd and unbiidgeable wateiways, 
difficulties of the ground and lack of suitable road materials aie some 
of the obstacles Besides metalled roads there is a veiy large mileage 
of kachcha (unmetalled) loads in British India, being 231,882 miles 
m 1936-7, some of which provide quite good going foi motor Uaffic 
duimg the dry weather 

On the whole, howevei, the total mileage of 314,181 of metalled 
(82,299) unmetalled (231,882) roads m 19367- must be legaided 
as meagie considering the continental dimensions of the country. 
Indians road system even before the advent of motor transpoit was 
altogethei insufficient for hei needs'^ It is undei stood that Govern- 
ment's post-war reconstruction plan includes an addition of 400,000 
miles of roads 

Village roads and the humbler distiict roads have not only not 
progressed but have deteriorated with the increasing traffic of moie 
money crops, growing population and moie travel The detcrioiation 
in the case of roads maintained by local bodies is generally aitiibiitcd 
to the poveity of then resouices According to Su Kenneth Mitchell, 

^ The Government have recently sanctioned the construction of a through 
trunk road fiom Bombay to Ahmedabad 

** Out of the total road mileage (314,181 m 1936-7) m Biitish India, 46,827 
miles of roads weie maintained by the Public Works Department, 18,433 
municipalities and 248,921 by Distiict and Local Boaids See Statistical Abstract 
for Bnttsh India {1937-8), Table No 223 

® The Agricultural Commission (1928) point out that while there are 80 miles 
of roads per 100 sq miles of area in the USA, there are only 20 miles of 
roads per too sq miles of area in India (Beport^ par 299) India is still very 
far from the ideal recently enunciated by Sir Kenneth Mitchell, Controller of 
Road Transport, Government of India, when he said that no village of 1,000 
population and over should be more than half a mile from a public road The 
Indian Roads and Transport Development A^^sociation suggests the target of a 
road of not less than 10 fet m width within a mile of every village of 300 in- 
habitants and over 
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however, this is moie a case of administrative misfit the admimstra- 
tive machine of local self government must be pronounced a failure ' 
so fai as this particulai kind of work is concerned Although the 
plea of inadequate resources is partly tiue, local bodies have not 
always shown wisdom in spending the money budgeted for loads 
In any case, accoiding to Sir K Mitchell, the financing of post-wai 
development and the overtaking of yeais of neglect will be altogethei 
beyond the existing and potential resources of local bodies He there- 
fore pioposes that district roads should be transfeired to expeit 
Provincial Highway Dejoartments and that local bodies should cease 
to be responsible eithei for their construction or maintenance 

The astonishing rapidity with which motor traffic both of private 
cars and especially of the public motoi omnibus has spiung up all 
ovei India m lecent yeais has cieated an entirely new lange of 
problems of road construction and maintenance It is true that the 
motor lorry has scaicely affected the use of the bullock-cart for the 
conveyance of agiicultural produce and manufactured articles, even 
over long distances, owing, intei aha, to the difficulties presented by 
the hopeless condition of maijy roads and the presence of many 
unbridged iiveis even on the aiterial roads, and the competition of 
railways But as these difficulties aie overcome, we may expect a 
consideiable part of the goods traffic to be captmed by mechanized 
transport, especially in view of the improvements that are taking 
place in the trucks This development is especially likely |,n hill 
tracts, where railway construction would not be economical, but whei e 
a motorable road is possible In the vicinity of large towns, again, 
motor tianspoit has anothei opportunity in respect of carriage of 
perishable goods 

§24 Need for more roads — As the Agiicultural Commission lemark 
* Transpoi tation is an integial part of maiketmg, and modern commei- 
cial development tends eveiywhere to enhance the value and impoit- 
ance of good road communication ' The provision of good transport is 
the surest way of stimulating agiicultmal pioduciion and raising 
the standard of life in rural areas by facilitating the substitution of 
commercial for subsistence farming It will lessen the constant stiam 
on the health and stamina of draught animals and increase then 
efficiency It will reduce the wear and tear of the vehicle and will 
cause considerable saving in time Again, roads will be of particular 
assistance for the development of industries connected wnth the 
prepaiation of agricultural produce foi export or internal consump- 
tion They will also facilitate the decentralization of industiies, the 
undue concentration of which at present is a source of many of then 
difficulties, especially in connexion with labour-supply and housing 
They will bring within the bounds of possibility the establishment 
of * garden factoiies and tbus evolve the/oim of industiialism most 
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suited to the needs of the Indian \\oikei who thn\es best in a luial 
enviionment Lastly, the laige foiest wealth of India can only be 
exploited effectively with the help of suitable load tianspoit 
§25 Roads versus railways — Though a consideiable expansion of 
railways has been planned foi the ncai futuie, it is hardly likely 
that for many yeais to come this vast count! \ ivill be piovided 
adequately with railways as ]udgccl by its needs and the standaids 
attained m many foreign countiics In oidei to open up the 
hinterland and link it wuth the laige industiial centies and ports, 
reliance will have to be placed to a veiy great extent on a ncivTork 
of aiterial and feeder loads No doubt the constiuction of roads 
involves heavy initial expendituie and fuithei expenditure for 
tnamtenance and repairs from yeai to year ^The lailways axe, 
howevei, an even maie cosily foim of inland tiansport, at any 
late foi local tiahic For lelatively lighter liaflic and foi shoii 
distances the load is moie suitable, and it can be constructed almost 
anywheie at a consideiably lowci cost than a railway i At the 
same tune it must be lemcmbcicd that conditions ol weather in 
India, often alternating between ex^ieme dryness foi many months 
of the year and continuous and heavy lainfall concentiated in a 
shoit period, render the maintenance of roads capable of cai lying 
heavy motor tiaffic extiemely expensive, and the advantage here 
"^ould piobably be on the side of railways Generally speaking, 
howey:ei, load tiansport will be cheaper than railway tiansport, as 
It does not lequue stations, sheds, signals, sidings, etc, nor does it 
involve any loss of time at the termini wuth then special charges , 
nor encounter pioblems of cairying half-empty wagons, and of 
allowing a good deal of rolling stock to remain idle, and so forth 
It has been pointed out that the cheapness of load tianspoit is in 
some measuie due to the fact that the heavy cost of maintaining 
loads suitable for mechanized transport has to be borne at piesent 
uiostly by the general taxpayei, while the lailways themselves have 
to pay foi the whole cost and upkeep of then peimanent way But 
if motoi uaffic is made to beai a substantial pait of the charge 
Stl^^mtaining the loadways, road tiansport will geneially retain the 
of gi eater cheapness This applies, as already stated, to 
t ighter traffic and short journeys On the other hand, the railways 
^ will hold their own and will be a more convenient and economical 
orm of transport for heavy loads and longer distances, owing, among 
ot er things, to their much smaller running charges Over a certain 
^ps-rt of the field, loads and lailways aie alternative and competitive 
I another not insignificant part, however, they aie complementary 
mutually helpful This point has been well put thus "The 

1 In H ^ 

come the aeioplane will have no rival foi the quick transpoit 
louq-inds of miles of light*, and valuable got^ds 
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road system links up the cultivator’s holding with the local imikets*^ 
and the nearest railway station, while the railway provides the 
connecting links between the aiea of production and consumeis at a 
distance, and between the manufactuiei m the town and the cultivator 
who purchases his ploughs, his feitihzeis, or his cloth Without good 
loads and sufficient roads, no railway can collect foi trans^oit enough 
produce to lender its opciations possible, while the best of loads 
cannot place the producer of crops in touch with the consumei 
There is theiefoie no leason to suppose that the national investment 
of some Rs 800 a ores in lailways is likely to be jeopardized by the 
extension of road communications In fact, as the Railway Board’s 
Memorandum to the Road Development Committee points out, ^ 
railways in India have always been acutely conscious of the lack of ' 
roads to feed them No doubt, a certain amount of competition 
between railways and roads cannot be avoided, and the railways in 
India aie feeling the pressure of this competition, not only in the j 
iieighbouihood of large cities and subuibs, but also in othei parts 
of the country wheie motor services lun parallel to or shoi t-cii cuit 
railway routes, as between Po|pna and Ahmednagar The general! 
policy adopted by the railway administiation is to afford to the public^ 
an equal or better seivice than road tiansport can give, while taking j 
lull advantage of the additional business brought to lailways by such 
motor transport as can act as feeder 01 distiibutor Motor services 
have often been staited because the lailways have failed to meet the 
public demand in some way 01 other Their competition has thus 
been sometimes advantageous from the public point of view m so far 
as It has forced the railways to attend better to the needs of the public ^ 
§26 Counter-measures to meet road competition —Among the me- 
thods of meeting road competition aie lailway omnibus services such, 
for example, as those run by the East Indian Railway, sentinel 
coaches and shuttle tiains, time-table adjustments, cheap return 
tickets, third class zone season tickets, quotation of special terms foi 
mainage parties, special tiains at concession rates, greater publicity 
for railway services, facilities and chaiges^ The Wedgwood Com- 
mittee lecommend a series of countei-measmes for dealing with road 
competition ^ As regards passengei traffic, they favour fastci passengci 
tiains, belter connexions, more intensive services, and improved 
amenities foi lower-class passengers They deprecate any wholesale 

^ Agnculluidl Commtsnon Report, pai 312 

^ Owing to the rationing of petrol and heavy increase in traffic due to wai condi- 
tions, the lailwa^s aie woiking at high pressme at present But with the return of 
noi mal conditions the old difficulties and problems must i eappe ir 

^ Riport of the Railway Board on Indian Railways (1939-40), pars 62-4 

* For pai ticulars ^ regarding the action taken the Government of India 
on the various recommendations contained m the leport of the Wedgwood Com- 
miUee see Railway Budgets (i93S"«9) pars 8 10 nnck (iQsg 40) par*? 9 ly 
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1 eduction of faies to meet load conipctiiioii Faxes should only be 
1 educed locally to meet specific cases of dncision ox tin eats ol di\cision 
Indian lailways should do moie to develop txaffic thiough booirng 
agencies It may be noted heie that the comnieicial side of laihvay 
adinmistiation is being stxengtliened in lecent yeais as lecommended 
by the Wedgwood Committee As legaids goods txaffic, the Commit- 
tee iccommend fastci goods tiains, moic cxpecliiious handling of 
goods, simplification of cleiicai ioimalities, dc\cIopmcnt oi cub 
lection and deliveiy seivices, use of containeis and of laihvay- 
owned lefiigeiatox tiucks, etc As modem conditions demand 
quickei tiansit, it is desirable foi railways to sacrifice full wagon 
loads 01 tiain loads in the inteiest of bettei service A geneial 
1 eduction of rates to meet toad competition would involve the laihva^s 
in a heavy loss of levenue The railways should, theiefoic, continue 
then policy of judicious reductions in individual rates 
§27 Transport co-ordination policy — While it may thus be chflicuk 
to airange for a policy of coroidination between the two forms of 
transpoit, it is possible to adjust new progiammcs of load, and 
railway extension in such a way ^ that roads may serve rathei 
as feedeis of the railways than competitois lor such tiafhc 'is 
the railway is capable of handling more efficiently and economically, 
and to avoid in India the senseless and wasteful competition between 
rail and motor tiaffic witnessed in many European countries Funds 
available foi capital expenditure on tiansport should be largely devoted 
to the constiuction of roads in such a way as not to duplicate existing 
transpoit facilities, precedence being given to the constiuction and 
development of non-compctitive roads m areas with little or no 
transpoit facilities^ Careful cooidmatiou is necessary to cnsuie 
the allocation to each different form of tiansport sex vice of work foi 
which it IS best suited The Mitchell-Kiikness Repoit iccommcnds 
foi this puipose the ciea|;ion of a Cential Advisory Board of Comniuni- 
cations m the piovinces and Bivisional Committees in the Commxs- 
sionei's Divisions This Report was the result of an inquixy which 
was conducted duim^ 19323 by a small committee of two offieexs ^ 
JVIi K G Mitchell (now knighted), Road Engmeei with the Govern- 
ment of India, and Mi L H Kixkness, Officei on Special DiUy with 
the Railway Board, into existing road and railway competition Their 
Report suggests a bettei control of motor transport as one of the ( 
methods of^makmg this competition fair 2 The Road-Rail Conference ' 
which was convened, in pursuance of the lecommendations of the 
MitchelbKirkness Committee, at Simla m April 1933 adopted lesolu- 

concerning the co-ordmation of 
various autl^orities responsible for the^ develojoment and 

Indian Railway Mnqutry Report, pais 169-89 See also §28 below 
** See Mitchell-Kirkness Repi^t^ p 24 « 
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contiol o£ tlic diffeieiit foims of transpoit so as to reduce uneconomic 
competition between them Among other methods the Confeience ^ 
favoured the lemoval of the statutory embargo on certain railways 
opeiatmg road motor sei vices, the grant of monopolies of load tians- 
poit sei vices with a view to developing ruial sei vices, and the creation 
of machinery at the ccntie and in the joiovinccs designed to secuie the 
cooidination pioposed The Railway Act was accoidmgly amended 
in September 1933, empowering railways to run motor services in con- 
junction with rail transpoit A Transport Advisory Council consist- 
ing of the Ministers in charge of loads in the vafious piovinces 01 
their lepresentatives, with one or two Council adviseis, was also 
formed (1935) Its function is to aruve at a considered statement 
of load policy which might be geneially acted upon by the provinces 
for the furtheiance of the co ordinated development of load, lail, and 
other foims of tianspoit— a purpose of the very highest importance 
for the economic development of the country! The establishment 
in November 1937 Department of Communications m 

charge of a Member of the Executive Council foi Communications, 
as recommended by the Road Development Committee, Has rendered 
easier the adofition of a policy of transport co ordination in the coun- 
try The new Department has taken ovci railways, posts and tele- 
graphs, civil aviation, bioadcasting, meteorology, roads, poits and 
inland navigation ^ 

§28 Wedgwood Committee on rail-road co-ordmation —The Wedg- 
wood Committee repoited that regulation of load transport by 
Provincial Governments was inadequate and that conditions were 
chaotic The policy hitheito followed by the Pio\mcial Governments 
encourages an unorganized and inefficient type of road tianspoit 
whose competition will cripple the railways without providing a 
tiustwoithy seivice on the roads, whilst on the othei hand, the 
control exercised by the Cential Government on the expenditure on 
loads from the Road Fund (see §§32-4 below) can only be made 
effective by delaying or lestiictmg the provision of an adequate load 
system, which is a public need of the fiist older quite irrespective of 
the railways In this way, a continuance of the piesent policy seems 
ceitain to give India the worst of both worlds— m^^sperous railways 
and inadequate loads ^ Effective co-ordination can only^eTi ought 
about by opeiatmg both road and rail transpoit as public sei vices 
The Committee do not agree with the view that regulation of road 
transport is advocated merely for the sake of protecting the railways 
Proper regulation of road transport is necessary not only in the 
interest of safety but also to guide its own development along sound 

^ For an instinctive discussion of the question of co-oidmation see S K 
Guha, Problems of Co-ofdtnation in India 

" Reportf par 138 



and economic lines It is also dcsiiable that the lailwavs should be 
-.protected against unfaii and uneconomic mioids b) a new competitoi 
The regulation of loads should be caiiicd out b\ Pio\inciaI Govern- 
ments m accordance v.ith unifoim piinciplcs enacted by the Central 
Government No lesuictions howaei should be imposed on load 
tianspoit 'tvhich would unfaiily hampei its cletclopmcnt Afcasuics 
of regulation should be common to buses and Ionics m the mtciesf 
of public safet) Licenses should be issued in accoulancc with public 
need so as to atoid cvccssuc piotision uid in ildistubuliou ol load 
tianspoit facilities PaSiCngci sen ices should be icoul ned In a s}stcm 
of 1 Oil te licensing and time-tables and faxes should be hxed The 
Committee lecomincnd a s)stcm oi legional licensing foi goods 
vehicles and suggest staliuoiy piOMsion in oiclci that goods lates 
may be icgulated at sonic iiUuic date The same system of legulation 
should be applied to pin ate loincs as to public Ionics Police 
contiol foi eiifoicing pi ovine lal lules should be stiengthcned and 
the pio\inccs should ami at umfonnit> in the lav ition of motoi 
vehicles 

The Wcdgivood Committei stiongly lecommend pai ticipation in 
load tianspoit by laihvays and to j-his end pxopose that ^allwa^s 
should haie full powcis to lun load sci vices, to iinest money m 
or enter into woiking agiecmcnts with load tianspoit undertakings 
and to aiiange load tianspoit seiMccs thiougli eontiactois The'* 
laiiways should immediately evamme the possibility of passengeig' 
and load sei vices and place then pioposals both as legaids competitive^ 
and feeder sei vices befoie the Piovmcial Governments The Slate*! 
owned railways in India aie giadually implementing these recom- 
mendations Finally the Committee uige the impoitance of voluntaiy 
coordination between railways and the moic lesponsible elements in 
the load tianspoit indusiiy^ 

529 Regulation of road motor traffic — The Motoi Vehicles Act of 
iggQ supeisedes the carhei Act of iqi^ which was found inadequate 
to deal with the lapid giowth of motoi tianspoit 

The Act has two main aspects, (i) legulating and (a) coordi- 
nating Its gencial scheme is that control of transpoit vehicles 
carrying passengeis or goods for hue or otheiwise should be in the 
hands of legional tianspoit authoiities constituted for specified areas 
within the proimce, and that foi the pm pose of coordination, 
hearing appeals, etc, theie should also be constituted a piovincial 
transport authoiity for the whole province A person who has any 
financial inteiest in any transport undertaking cannot be appointed, 
oi continue as, a member of any such transpoit authoiity All motor 
vehicles must be covered by a permit issued by the regional transpoit 

'■ Indian Rittlway^nqmry Committee Report, pais, *135-67 
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authority of an area, and the holdei should be required to observe 
certain well-recognized conditions^ such as satisfactory maintenance 
of the vehicle, the observance of presciibed speed limits, and the 
avoidance of oveiciowding the vehicle or ovei working the drivers^ 
The constitution of the provincial authority is permissive It may be 
required foi purposes of co ordination, 01 to settle differences between 
regional authoiities, oi to increase contiol over tiirough loutes 

In granting peimits for motor buses and taxis the transport 
authoiities are rcquned to beai in ny^id certain gcneial guiding 
principles, viz public necessity and convenience, the prevention of 
uneconomic competition and the suitability of the loads to cany 
the foims of transpoit seeking peimits In the case of public goods 
traffic, the piinciple adopted is that, while the transport of peiishable 
goods by load ovei short distances, m ordei to avoid the delay and 
damage caused by teimmal ti anshipment, should not be mtcifered 
with, longdistance tiaffic should be left piimaiily to lailways The 
necessary control ovei load tianspoit is vested with the Piovmcial 
Governments It is piovidcd that a route permit holdci, in return 
for the secmity given to him against unreasonable competition, should 
maintain a regulai service, 1 e have the responsibility of a public utility 
company Power is to be giveif to the legulating authorities to fix 
minimum and maximum lates foi traffic on the roads 

A notable featuie of the Act— and the one , which has caused 
the most acute controversy— is the provision relating to compulsory 
insurance of motor vehicles in respect of thud paity risks This provi- 
sion, which IS to come into operation on 1 July 1946, may be welcomed 
in view of the numerous motor accidents on loads in this countr/ 
It IS essential foi enfoicing the social responsibility of public earners 
It IS provided that motoi licenses should be valid throughout 
British India, without detriment to the right of a province to fix its 
own motor taxation Applicants for new licenses are required to 
pass a special prescribed test 

Although some of the features of the new Act have given rise to 
controversy it is non-contentious m principle and has been rightly 
described as a * highway code ' There is a welcome and growing 
recognition of the necessity of evolving order out of chaos and of 
devising measiues foi the safety and convenience of the public 
and of the development of a co ordmated system of transpoit 
§30 Indian Road Development Committee —The rapid extension of 
motor tiaffic m India in recent years- has led to a growing lealiza- 

^ Tl e r hours of work are resti icted to g in one day, and 54 in the week 
Pro\3sion has been made for a minimum rest interval of half an hour aftei five 
hours of work 

‘‘ The total number of all classes of motor vehicles running m British India 
up to the end of March 1939 was 159,245 (including 39,922 heavy motor vehicles 
(tomes, buses, etc ) Ueww of the Trade of India (1^38-9), p loi 



non by the Impcnal and the Pioviiicial Go\cinnicnts of the neces- 
sity of a compieheiisnc load pi ogi amine to cooidiiialc local pio- 
gi amines and c\ol\e a common policy Roid Boaids have aheady 
been established in Bombay, Madias, the Pnnj ib, and the United 
Piovmces These Boaids aic mainly advisoiy, except m the Punjab, 
•wheie the Boaid is also entiustcd with the distubutioii of giants in-aid 
fiom piovmcial funds In Novembci 1Q27, the Government of India 
appointed the Road Development Committee, consisting of fouitecn 
membeis of the Central Legislatuie and picsidcd ovei by IMi M R 
Jayakai 

§31 Koad finance — \s the Indian Road Dc\elopmcnt Committee ^ 
obscive, 'load de\elopment in India is passing beyond the financial 
capacity of Local Coveinmenis and local bodies, and is becoming a 
national inteiest, which may, to some extent, be a piopcr chaige on 
cential levenues ' The ccntial revenues benefit Iiom the development 
oi roads, not only thiough enhanced lailway icceipts, but also thiough 
customs and excise icceipts fiom motois and motor spirit, which aie 
rapidly expanding A wcil-bajanced scheme of motoi taxation should 
include duty on motoi spirit, vehicle taxation, and license fees for 
1 chicles plying for hue, and the proceeds should be spent on load 
development It has been suggested that a reclassification of roads 
should be made so as {o uansfei some of the local roads to the categoiy 
of aiterial roads, and thus i educe the buiden on local bodies and 
enable them to devote moie attention to feedei roads and loads 
of puj^ely local importance As the Road Committee point out, the 
iniquity of causing the smallei units of government to beai all the 
cost of mam road improvements seems 10 be recognized all over 
the world The local bodies also requiie moie liberal financial 
assistance from piovincial funds The adoption of the above lecom- 
mendations made by the Road Committee would indirectly benefit 
village roads by the release of piovmcial levenues and local funds, 
which aie now being spent on mam loads to meet the requncments 
of motoi tianspoit The Road Committee also favour coniiibimons 
by the lailway administiation towaids the const! action and mainte- 
nance of feeder loads The Committee clepiecate the levy of road 
tolls on any traffic (except tolls on bridges where a definite service 
IS provided to replace a feiiy 01 a bad river crossing) as being 
obsti active to a lapid £01 m of road transport and as causing haiassment 
to traffic of all kinds They should be replaced, where necessary, by 
a less vexatious foim of taxation The Agricultural Commission re- 
commend the revival of the old system of corporate labour of the 
village community which may receive financial assistance from the 
Government, provided it is prepared to do its part of the job 

It remains to consider how far road development may properly 
be financed fiom loans The Agricultural Commission express the 
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i/iew that the policy o£ load development would be much better 
carried out if, instead of lelying solely on current revenues, loaiis^ 
were raised for financing load programmes They hold that in. view 
‘o£ the quasi-permanent charactei of the roads and the works connected 
with them, the annual amount required for the amoitization of pio 
vinciai loans raised for this pm pose should not be a heavy chaige 
on the resources of a province for the upkeep of local village loads i 
The Road Committee hold that the propriety of laismg such loans 
must be decided by each local Government for itself accoiding to its 
ciicumstances They depiecate large schemes of road expansion 
financed by loans, for the service of which piovincial revenue might 
he mortgaged for long periods while other departments of the 
<Jovernment which may not be less important may be starved They 
lecommend that only construction oi leconstruction should be 
financed from loans, that loans should be foi shoit periods, that 
there should be revenue cleaily in sight to cover not only the interest 
and sinking fund charges, but also the cost of maintaining the road 
when constructed, and that construction horn loans should prefer- 
ably be confined to the more permanent paits of a project such 
as a bridge, the life of which can be estimated with fair accuracy for 
the calculation of the sinking 'fund, while the cost of maintenance is 
small The Road-Rail Conference of 1933 recommended that a 
comprehensive plan should be drawn up with a view to examining 
the possibility of development of both mam and subsidiary roads 
fiom loan funds within the limit of the resources available for 
maintenance The Hon Mr R H Parker, presiding over th^ twelfth 
annual general meeting of the Indian Roads and Transport Develop- 
ment Association, Ltd , held in Bombay in June 1940, advocated a 
new road policy with proper financial arrangements for the provision 
of roads and their maintenance He indicated the contrast between 
the methods of financing railways and loads Whereas the railways 
had been built and equipped out of borrowed money or share capital, 
roads had in the main been built out of revenue It was really im- 
practicable to make adequate provision for loads except by using 
borrowed monies for the puipose (See however §34 below) 

§32 The new road ipolicy — In accordance with the principal recom- 
mendation of the Road Committee, the Indian Finance Act of March 
1929 introduced an increase in the import and excise duties on motoi 
spirit fiom 4 to 6 annas per gallon (from which an additional 
revenue of Rs 94 lakhs was received in the year 1929-30) Sir B N 
Mitra tabled a resolution m the Assembly on 11 September 1929, 
in accordance with the recommendations contained in paiagraphs 70 
to 79 of the Road Committee's discussions The principal features 
^of the Convention embodied m the above resolution aie as follows — 

Agricultural Commission Report-, par 306 

II — 12 



ties on motor spirit shall be maintained foi a peiiod of five yeais 
the first instance (ii) The piocecds of the additional duty dunng 
5 same period shall be allotted as a block giant foi evpendituie on 
ad development to be credited to a sepaiate road development 
count, the unexpended balances of which shall not lapse at the 
d of the financial year (iii) The annual giant shall be divided as 
Hows —{a) The Goveinnicnt of India shall letain ten per cent 
reserve for two yeais ending 31 Maich 1931, and the position 
all be reviewed theieafter Fiom this leseive special grants may 
made, wheie foi some leason theie is need foi special aid, fox 
ample for projects beyond the lesomces of local Governments 01 
□se that concern more than one province oi State, or a budge 
er a rivei on a piovincial 01 State boundary (b) Out of the 
mamder (1) an appointment shall be made among the piovinces 
the ratio which the consumption of petiol m each province beais 
the total consumption in India in the preceding calendar year , 

I the balance representing the consumption of petrol in minor 
ovinces, admimstiations and Indian States shall be allotted as a 
mp sum to the Government of India (iv) Giants shall be made 
each province for expenditme on sifch schemes as are appioved by 
e Goveinor-General-in-Council with the advice of the Standing 
immittee for Roads (v) A Standing Committee for Roads shall be 
nstituted every year, consisting of certain elected and nominated 
embers of both the Houses of the Indian Legislature, under the 
airmanship of the member of the Governor'^Generars Executive 
mncil in charge of the department that deals with roads This 
z^mmittee shall advise the Governor-General-in-Council on all matters 
latmg to roads including central research on roads, and any action to 
i taken by the Government of India on the pioceedmgs of the peiiodi- 
I road conferences (vi) All pioposals for expenditure fiom the 
inual grant or its accumulated balance shall be submitted ioi approval 
' the Finance Sub-Committee, consisting of the Chairman of the 
:anding Committee for Roads and of its mcmbeis who aie also 
embers of the Legislative Assembly 

This Convention was adopted by the Assembly at the Delhi 
ission (February-March 1930) for a period of five years 

As recommended by the Road Committee a certain amount 
C co-ordination between the Centre and the Provinces is being 
lected through periodical road conferences of representatives of 
le Government of India and local Governments, who meet from 
me to time to exchange views on matters of common concern In 
ccordance with the Committee’s recommendation a Road Engineer 
3 the Government of India, who also acts as secretary to the Road 
lonference, has been appointed 
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§B3 Financial iposition of the j?oad account — The total revenue during 
the first five years of the Road Development Account amounted to 
Rs 518 lakhs The revenue actually credited to the account (up to 
30 September 1933) before the close of the year was sonie^ Rs 460 
lakhs After deducting 10 per cent for the leserve, the balance 
available for distribution was Rs 414 lakhs Of this Rs 344 lakhs 
was distributed to the ten Governois' provinces, the individual shares 
\arying from Rs 75 lakhs for Bombay and Rs 60 lakhs for Madras 
and Bengal, to about Rs 9 lakhs for Assam and Rs 8 lakhs for the 
North-West Frontier Province The expenditure in the nine 
provinces excluding Burma was about Rs 192 lakhs In addition to 
this, on account of the prevailing financial position, five Provincial 
Governments were permitted to borrow about Rs 55 lakhs from their 
share m the account The unspent balance (about Rs 97 lakhs) was 
carried forward The appropriations to the Road Fund were Rs 159 
lakhs m 1934-5, Rs 129 lakhs m ,19356, Rs 140 lakhs m 19367, 
Rs 141 lakhs m 1937 8, Rs 156 lakhs in 1938-9, and Rs 161 lakhs in 
1939-40 1 The balance to the credit of 4:he Road Fund amounted 
to Rs 307 lakhs on 1 Apiil 1940 

§34 New road resolutions — (1) Th^ probationary five years for which 
the road account was first instituted came to an end m 1933 4 A 
new resolution govern^ing the road account was adopted by the 
Central Legislatme in April 1934, which placed the account on a 
more or less permanent basis It increased the reserve at the disposal 
of the Government of India from ten to fifteen per cent to enable 
them to deal more libeialiy with the less developed provinces It 
provided for the seivice of loans for road development and in special 
cases for the maintenance of roads constructed from this account or 
fiom loans as admissible charges on the account^ 

' (11) On the lecommendation of the Transport Advisoiy Council 

a new Road Resolution regarding the allocation of grants from the 
Road Fund to the Provinces was passed in February 1937 by the 
Central Assembly The main changes are as follows (a) The shares 
allocated for expenditure in the Governor’s Provinces will in future 
be retained by the Goveinoi-General-in-Council until they are actually 
required for expenditure in order to ensure prompt utilization of 
the money placed at the disposal of the provinces (b) The Central 
Government has been empowered to resume the whole or any part 
of the sums which they might hold, for expenditure in any province 
if the province delays without reasonable cause to utilize its share 
in the Road Fund for the purpose of road development (c) But 
the most important change is effected by the clause which authorizes 
the Goveinor-General-in-Council to resume the share of a province 

^ Finance and Revenue tdccounts of the Government of India (1939 40) 

** Inata in 1933-4, P 
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if It fails to take such steps as he might lecommend for the legulation 
and control of motor vehicles This last pioMSion has gnen rise to 
acute contioversy and is lesented by the pro\inces as amounting to 
unwarranted interfeience in their load policy b) the Cential Govern- 
ment, in order to piotect the budgetaiy position of the lailways 
Sir Frank Noyce, speaking on behalf of the Cential Government, 
argued that the object of the lesoiution was to secure a balanced 
system of communications (d) The piovision m the eailiei resolution 
allowing the use of the Road Fund for defraying the charges on road 
loans was discontinued (without piejudicc to the existing commit- 
ments) with a view to the impending inauguration of Provincial 
Autonomy 

Although this latest lesolution on the Road Fund indicates 
the possibility of a clash between the Central Government and the 
provinces, no gieat friction need necessarily occm since undei the 
ingenious financial scheme of Sii Otto Niemeyei foi assignment of 
a share of the income tax by the Government of India to the Provincial 
Governments, the provinces aie interested in the solvency of the 
railways and in taking measuies foi not allowing motor transport 
seriously to damage lailway eainiqgs (See ch \i ) As aheady stated, 
the necessaiy legislation £01 leguiatmg load motor transport has 
already been placed on the statute book 

§35 Proposed automobile factory for Bombay ^ — The gi owing volume 
of road motoi transport and the needs of India’s army for its own 
motor transpoit make it necessaiy as well as desiiable for India to 
establish local motor manufacture and thus start an industry of great 
economic and national impoitance India imported 29,083 motor 
vehicles and accessories valued at Rs 8 ciores in iggy Sir M 
Visvesvaraya was the first to ad\ocate the local manufactiiie of motoi 
cars in India in 1936 The question was taken up by the National 
Planning Committee, which approved of his scheme in 1938 Moie 
recently (July i9^o)*it came into piommence in consequence of this 
•scheme leceivmg the enthusiastic suppoit of Mi Walchand Huachand, 
the well-known shipping magnate and industiialist fiom Bombay, 
and other business men It was proposed to float a joint-stock company 
with a capital of Rs crores and to stait the factoiy at Matunga— 
a suburb of Bombay— under the technical advice of the Chryslei 
Corporation of America The factory was designed to turn out 
20,000 cars annually 

The automobile industry can command several advantages 
India has a vast potential market She has skilled labour, iron and 

^ This section has been placed in this chapter because the establishment of the 
automobile industry may be viewed as a step towards the eventual improvement of 
transport facilities m India It would howevei have been equally relevant m the 
dhapter on Industries 



TRANSPORT 


i8i 

steel, leathei and othei necessary raw mateiials Government control 
o£ imports, high import duty and marine insurance lates, expensive 
freight charges and a favourable exchange (rupee-dollar) ratio will 
protect the new industiy The Government of India could further 
encourage the new industry by making then purchases for the aimy 
requirements from the proposed company, granting suitable tariff 
concessions in respect of imports of parts and raw materials, etc 

At the same time there are certain difficulties at this juncture 
which were stressed in a communiqtie issued on i8 December 1940 
by the Government of India In the first place, it is very difficult 
to bring to India the \arious essentials required for automobile 
production, such as machinery and technicians Moreover as there 
are already several assembly plants in the country the Government’s 
assistance can only be justified for an enterprise which deals with 
the manufacture as distinct from the assembly of the automobile 
The only project placed before the Go\ eminent is confined to the 
assembly of imported parts in the first instance, and later to partial 
manufacture It is unfortunate that while the Government of India 
appreciate the wisdom of proceedmg by stages, they feel that they are 
not in a position to extend the requisite help to the industry, owing 
to the needs of their own ammunition factories in respect of imports 
of machinery and technical personnel ^ These difficulties must be 
overcome in order that this vital industry should be established in 
the country before long ^ 

Apart from its value for the defence of the country, its establish- 
ment is calculated to confer other substantial benefits It will save 
an annual bill of Rs 8 crores for imports of motor vehicles and 
accessories It will spread mechanical skill of the highest order 
among Indian workmen and facilitate the establishment of high- 
class machine industries indispensable for developing the manufacture 
of locomotives and of armaments and aeroplanes urgently needed 
for the country’s defence Lastly *it will give rise to several subsidiary 
industries 


Water Transport 

§36 (1) Inland waterways — The discussion of the subject of water 
transport may conveniently fall under two broad divisions (1) inland 
waterways, and (11) marine transport 

India IS not favoured by nature in the same way as England 
with rivers which serve the purpose of natural waterways We 
have already noted the contrast in this respect between the rivers 
in northern India and those of the peninsula ^ It is stated that 
there are about 36,000 miles of navigable waterways in connexion 

^ Indian Finance (Eastern Group Number), 1940, pp 69-76 
^ Vol I ch 11, §10 « • ^ 
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With the great iivei systems of northern India The Indus, and 
Its tributaiies the Chenab and the Sutlej, the Ganges, and the Hooghly 
and the Brahmaputia, aie navigable by steameis all the yeai lound, 
or for the greater pait of the yeai, £oi hunch eds of miles above then 
mouths or above the heads of navigable canals tiaversing then 
deltas 

The iiveis m the peninsula do not, however, lend themselves 
to navigation According to seasons they either flow in tonents or 
aie reduced to meie pools oi stiings of water amidst a wilderness of 
sand or deep gorges, making navigation impracticable The locky 
beds and swift floods of some of the iiveis, like the Naibada and 
Tapti, are insuperable obstacles to navigation The Mahanadi, the 
Godavaii and the Kistna are indeed navigable in their upper reaches, 
but the tiaffic on them is not veiy considerable 

In addition to these somewhat restricted facilities for river tiaffic 
in the countiy, theie aie all round the coast innumerable small 
livers, creeks and backwaters affording facilities for water transport 
which are fully utilized by small indigenous craft , but outside the 
zone of such opeiations inland naj/igation is piacticaily confined to 
the deltas and valleys of the great rivers which form the natural 
waterways of the country 

Inland navigation was largely resorted to in the old days and 
there was a consideiable volume of iiver tiaffic in the time of the 
Maifttyan and the Mogul empires For example, the Ganges was 
the great natural highway of commerce, and on its banks flourished 
towns like Mirzapur, which was a great centre of trade between 
central India and Bengal Since the advent of railways, however, 
inland navigation has received a set-hack As the Industrial Com- 
mission point out * In the absence of a representative specially 
charged with their interests (that is, those of the existing waterways) 
the vested interests of the railways have prevented wateiways in India 
from receiving the attention that has been given to them in other 
countries with such satisfactory lesults’^ The Acworth Committee 
also repeat the view that wateiways have suffered by unfaii competition 
on the part of the railways, and they cite the case of the river port 
of Broach in Bombay and the Buckingham Canal in Madras in support 
of their contention 

At one time there was a good deal of agitation in favour of 
navigable canals ^ Sir Arthur Cotton, ‘ the architect of the magnifi- 
cent Kaveri and Godavari works prepared an ambitious scheme of 
navigable canals, which was put before a Parliamentary Committee in 
187a He contended that water-carriage facilities were more suitable 
for India and less expensive than railways— which then seemed to 

^ Industrial Commission ^Report ^ par 279,^^ See Dutt, op cit , pp 360-77 
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have failed miserably— and had the furthei advantage that they 
could sometimes be combined with nrigation The scheme was 
suffered to be dropped, however, because of the heavy expenditure 
(£30 million) It entailed, and even more because it was difficult for 
Englishmen to understand the value of canals in India, as experience 
in their own country seemed to decide the case in favour of railways 
The opposition on the part of the railways in India was another 
factor 

The construction of navigable canals, eithei in conjunction 
with irrigation or for transport puie and simple, did indeed appear 
particularly attractive at a time when the railways were a losing 
concern Much of the enthusiasm for it, however, was lost with the 
turn in the tide and the commencement of railway profits at the 
beginning of the present century There are only a few navigable 
canals today, such as the Ganges Canal from Haidwar to Cawnpoie, 
and the Buckingham Canal parallel to the east coast in Madras The 
numerous irrigation canals are for the most part not suitable as 
waterways The two types of canal cannot often be well combinefi 
together Generally speaking navigation cannot be maintained 
during the season of shoit supply of water without detriment to 
irrigation Irrigation canals are moi cover usually shallow and 
circuitous in their course and pass through sparsely populated rural 
regions to serve the needs of cultivation Canals for navigation must, 
on the other hand, pass through industrial and commercial centres 
in Older to attiact a sufficient volume of business Conditions are, 
however, more favourable m the deltaic tiacts of Bengal, Orissa, 
Sind and Madras 

In spite of the physical limitations imposed upon inland navi- 
gation in India there still appears to be some room for improvement 
in the existing waterways The Industrial Commission recommend 
that the Government of India should take up the question and see 
to It that the railway and waterway administrations work together 
harmoniously for those parts of the countiy which aie served by both 
and that the proposal of forming a Waterways Trust should receive 
careful consideration 1 Inland wateiways, properly developed, would 
relieve congestion in the railway system and serve the needs of small- 
scale transport in the country It may also be possible to adapt at 
least some of the irrigation canals to the needs of navigation Regu- 
lation, development and control of the livers and waterways through 
provincial and inter-provincial commissions for the benefit of agri- 
culture and industry has recently been suggested by the National 
Planning Committee (1938) 2 

^ Industrial Commission Report, par 279 

Nattqnal Planning Committee, Senes No I p 14^ The Inland Steam Vessels 
Act (1930) as amended in 1930 may be cited as a small attempt to develop Indian inland 
water transport by fixing maxiiHum and m^iim^ rates 
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§37 (ii) Manne tranaport — A.s legaids external watei tianspoit, al- 
though India does not possess the ad\antages o£ England with hei 
indented coastline and natmal harbouis, she occupies a maiitimc 
position of consideiable impoitance As S N Haji leniaiks ‘A 
country set like a pendent among the vast continents of the Old 
World, with a coastline of o\ei 4,000 miles and with a pioductucness 
of numerous ai tides of gieat use, unsui passed elsewheie, is b;y natiiie 
meant to be a seafaimg countiy Her poits aic adequate in si/e and 
numbers to meet the \auous lequiiements oi hei piodiicts 1 

Peihajis the pictuie is drawn heie in excessnely blight coloms 
and does not give sufficient weight to India’s deficiency of natuial 
Iiaiboms At the same time, as already pointed out, she may well 
aspire to become one of the pimcipal carrieis of the wmld on 
account of her extensive seaboaid and hci favouiable position in 
respect of the rest of the woild Till about the beginning of the 
nineteenth century, India could be spoken of as a great seafaimg 
country * Ship-building was in so excellent a condition in India 
that ships could be (and were) built which sailed to the Thames in 
company with Biitish-built ships and undei the convoy of Butish 
frigates The Governor General in 1800, lepoitmg to his masteis 
in Leadenhall Street, London, said The poi t of Calcutta contains 
about 10,000 tons of shipping, built in India, of a desciiption calcu- 
lated for the conveyance of cargoes to England ” The teakwood vessels 
of Bombay are greatly superior to the “ oaken ” walls of old England 
Speaking of the period at the death of Akbar, Moreland points 
out that the great bulk of the commeice in the Indian seas was 
carried in ships built in India, and that India had also great passengei 
ships much largei than any in contempoiary Euiope with the exception 
of the ships built by the Portuguese ^ 

The inti eduction of iion-built ships, howevei, depiived India 
of her differential advantage in respect of timber The lapid 
improvement in naval architecture and the intioduction of mechanized 
sea transport, the jealousy of the Biitish shipping inieiests and the 
operation of the British Navigation Acts, which weie applied to India 
as she came moie and more under British control, may be legarded 
as the chief causes which led to the decay of Indian shipping ^ 

§38 The difficulties of Indian entei^prise m shipping — We may now 
proceed to indicate the position held by Indians in the coastwise and 

^ Economics of Shipping, pp 365-6 
Digby, Prosperous India, pp 85-6 

® ‘The Indian may not have sailed his ships into seas no other keels had 
ploughed, hut he did surprise Vasco da Gama by his knowledge of the oceans, 
by his ingenuity at directional mstiuments and his skill in ships ^ — J E Castelhno’s- 
article, ‘Planning in Tran wort*, in the Eastern Economist ^ ^3 Dec 1943 

* See Digby op cit , pp 87-9 and Malaviya’s Minute of Dissent to the 
Industrial Commission Report, ^99-300 
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the oceanic trade of India The total value of oui coastal trade in 
1937-8 (after the separation of Buima from British India) amounted 
to Rs 87 crores This value, and the tonnage engaged in the coasting 
tiade of India, are capable of extension if harbour facilities are 
improved and the co operation of 1 ailways ensured The growth of 
an Indian mercantile marine controlled predominantly by Indians 
ought to stimulate the coastwise trade, as also the present Government 
policy of improving harbour facilities, evidenced by the development 
of Vizagapatam and Cochin 

The total value of the sea-borne tiade of India in meichandise 
and treasure was estimated at Rs 639 85 cioies for the post-war 
average It has no doubt declined m recent yeais but it still remains 
considerable Its total value in 1939 40 amounted to Rs 439 46 
croies The total tonnage of entries and clearances of vessels into 
and from the maritime provinces of India amounted to 22,100,000 m 
the year 1938-9 It has been estimated that the share of Indians 
in the coasting trade amounts to only 25 pei cent, and in the oceanic 
trade to about 4 per cent In 1938 9 the percentage shaie of British 
vessels engaged in the foreign seajborne trade which entered at ports 
in British India was 66 of the total tonnage The British Indian 
share was only 3 6 per cent, foreign 29 8 per cent and indigenous- 
ciaft o 6 per cent ^ The corresponding shares of vessels which cleared 
at ports in British India were 66 6, 3 4, 29 3 and o 7 pei cent 
respectively ® 

All this means the loss of a highly remunerative branch of 
business to the country The total shipping earnings have been 
estimated at Rs 57 croies, of which 50 croies is carried away by 
foreign steamship companies (9 crores in coastal traffic, 38 croies 
in sea-borne traffic and 3 croies in passenger business) - 

The partial monopoly of the coastal trade which is controlled 

« 

• 

^ ‘Of late, much attention has been focussed on the Muchwa 01 the Patnar, the 
small handy craft opeiatmg along the coasts of India In August 1942 a com- 
mittee was appointed to inquire into the possibilities of developing and organizing 
on a more efficient basis the greater use of sea-going country craft It seems 
incredible that 4,800 crafts ply on the west coast of India and that the average 
tonnage per craft is as high as 42 The estimate places the amount now trans- 
ported by this form of tianspoit at a figure of i]; million tons per annum The 
establishment of Countiy Craft Organization Offices with Intelligence Officers 
at the various ports, the 1 ationahzation of the traffic by balancing requirements 
of shipping space with empty vessels and by eliminating delays at ports, and the 
introduction of sea cum-i ail booking will doubtless enhance the value of this ancient 
but mobile form of transport Already measures have been evolved of relieving 
railways of all tiaffic between Karachi, the Kathiawar and the Gujerat fferts and 
Bombay, Marmagoa, Mangaloie and Cochin The vexing problem in this connexion 
relates to the high cost* of insurance ’ — J E Castellmo, The Eastern Economist f 
3 Dec 1043, P 1047 

® See Haji, Economics of Shifting, pp 3|7-32|f 375 
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by a ‘Conference' of a few Luge Biitish naMgatioii companies has 
created a very uncomfortable position foi Indian shippeis as well as 
shipowners As the substantial piofits ot o\ei twenty pei cent on the 
paid“Up capital earned by these companies between 1901 and 1925 
show, high height rates aie being chaiged to the shippeis, which 
ultimately ha\e to be boine by the Indian consumeis Moieoiei, as 
the Fiscal Commission point out, the gieat dispaiities of rates between 
the chaiges on goods shipped horn one Indian poit to another and 
those on goods conveyed between India and foieign countries handicap 
Indian goods m tiansmission in compaiison with goods horn and to 
foreign countiies, and neutialize the natural piotection which an 
industry might expect from neai ness to its mai Lets 1 But even moi e 
serious evils of this foieign control of the coasting tiade of India are 
those connected with the oiganized and successful attempts made by 
this Conference to suppress indigenous shipping enterpuse in its 
infancy by methods which may be held to lesult m unfair or cut throat 
competition The two most impoitant grie\anccs of Indian ship- 
owners are (1) the defeired lebate system^ and (ii) rate wais^ 

§39 Deferred rebate, rate wars, etc — The deferred lebate system has 
been explained thus ‘The shipping companies issue a notice or 
circular to shippers informing them that, if at the end of a certain 
period (usually four oi six months) they have not shipped goods 
by any vessels other than those dispatched by members of the 
Conference, they will be a edited with a sum equivalent to a certain 
part (usually ten per cent) of the aggregate freights paid on their ship- 
ments during that period, and that this sum will be paid over to 
them, if at the end of a further peiiod (usually four or six months) 
they have continued to confine then shipments to vessels belonging to 
members of the Conference The sum so paid is known as defer- 
red rebate This system is designed to ensure the continued ‘ loyalty ' 
of the shipper to the Conference, and deprives him of all fieedom with 
regard to the shipping of his goods ^ It also places a powerful weapon 
in the hands of the Conference for throttling any indigenous ship- 
ping enterprise The Fiscal Commission stiongly recommend legis- 
lation on the lines followed in other countries against this system It 
IS not a valid objection against this to point out that the deferred rebate 
system acts equally powerfully against new competitors of every nation- 
ality and not only against those of India The point is that it hurts 
Indian shipping seriously Besides, competitors of other than Indian 

^ Fiscal Commtsston Report ^ par 31 

* For a fuller description of this system and shipping rings see Haji, op cit , 
ch V 

® It will be recalled that theie was recently (1938-9) an uneconomic ‘rate war’ 
between the Bombay Steam Navigation Company and* the Indian Companies 
controlled by the Scindfa Steam Navigation Company 

^ Haji, op cit , p 126 ^ ^ 
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nationality can usually count on support from their own Government 
in the form of subsidies and direct bounties for ship-building , their 
coastal trade also is generally reserved for them 

As regards the British shipping companies, they already occupy 
a position of practically unchallenged supremacy and some of them 
are further helped by Government patronage in India in respect of 
mail subsidies and the carriage of Government stoies No such 
Government assistance has been extended to indigenous shipping 
In addition to the deferred rebate system the foreign shipping rings 
also use another weapon, namely heavily underselling the Indian 
competitors with a view ultimately to laising the rates to a higher level 
than before, after the rivals have been ousted It is no matter for 
surprise, therefore, that attempts made by Indian enterprise during 
the last forty years to enter into the promising field of shipping have, 
generally speaking, ended in irretrievable failure, and most of the 
companies formed for the puipose have been diiven to liquidation 
Another handicap under which Indian shipping enterprise is said to 
labour is the unfair treatment meted out to Indian shipping companies 
by European insurance compj^nies, who, it is alleged, put into the 
second class even those Indian ships that are regarded as first class 
risks by experts in London, solely on the ground of their Indian 
ownership 

Other disadvantages of the foreign monopoly in shipping may 
be briefly noticed The foreign shipping companies often ^ neglect 
the comfort of the deck passengers on coastal ships, and their griev> 
ances have formed the subject of inquiries by several Committees 
Also, though the crews of the coastal and ocean-going steameis are 
largely Indian in composition, the number of Indians occupying the 
higher posts is negligible, and very few of the foieign shipping com- 
panies have hitheito shown any leadmess to enteitain Indian appren- 
tices and afford facilities to them for qualifying as executive officers 
and engineers on their ships 

§40 The position of the Indian ship-building industry —• The Indian 
ship-building industry is m no better position than Indian, shipping 
It is stated that the number of ships of a bundled tons gross or over 
built m the world in the ten years previous to the war of 1914-18 was 
nearly 17,000, their total gross tonnage being something over 
58,000,000 These figures will have to be considerably increased to 
arrive at the total tonnage of the same description built to date The 
total contribution of India, before and aftei the last war, amounted 
to only twenty-two ships ^ Competition with non-Indian ship build 
ers IS only practicable at present for small vessels owing to the cost 
of bringing out such vessels to India, which is large in proportion 

^ For the various forms of State aid to indigenous shipping and ship building 
m other countries, see Haji’s pamphlet, Sta^e-At^ to National Shipping 
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to then price Elsewheic the foreign shipbuilding pids hold un- 
disputed sway Theie aie no suitable shipbuilding yaids lu India 
for laige ships, and the few lepaiis shops that evist aie controlled by 
non-Indians (See howe\ci ^46) 

§41 The need for an Indian mercantile marine — The aiguments 
advanced in favoui of extending special piotcction to these industucs 
aim at showing that they satisfy the conditions laid down under the 
policy of disciimmate piotection Thus it is argued that India pos- 
sesses undoubted facilities foi shipping and ship-buildmg, also that 
elsewheie, for example in Japan, the United States and Germany, State 
intervention has been the piime factoi lesponsible fox endowing these 
countiies with poweiful meicantile maiines within a lemaikably 
shoi t period Even England’s maiitime gi eatness is often attributed in 
pait to the protection deiived from the Navigation Acts, which weie in 
operation for well-nigh two ccntuiies before they were repealed towaids 
the middle of the last centmy Lastly, the collapse of most of the 
attempts made by Indian shipping eiitex prise to contest foreign 
monopoly, even in home waters, has been natuially offieied as a 
convincing aigument foi detei mined State intervention 

The value of a mercantile maiine as a naval auxiliaiy and a 
second line of defence in times of wai is univei sally recognized, and 
as India has now laid the foundation of hex own navy she cannot 
afford to neglect this aspect of the question ^ Again, India’s coastal 
and foreign sea-borne trade is sufficiently large in volume to beep an 
Indian mercantile maiine busy Hex dependence on foieign shipping 
companies— the inconvenience of which has been brought home parti- 
cularly during the war of 1914-18 and the piesent war— is an element 
of weakness m hex economic position as also in that of the Empire 
at large Moreover, the propei development of a mercantile marine 
will open new avenues of employment to Indians Navigation, marine 
engineering and insurance aie higl^y lemuneiative blanches o£^ 
business, but today their doois aie piactically baned and bolted 
against Indians The argument that Indians have no aptitude or 
liking for a sea-going caieei is unconvincing and is belied by India’s 
record in the past It is also unfan to urge it since little chance has 
so far been given to Indians to prove their fitness And it is significant 
that the Mercantile Marine Committee do not anticipate any difficulty 
in getting educated men of good character as apprentices to the sea 
if the prospect of ultimate pi emotion as officers m the mercantile 
marine is held out to them 

§42 The Mercantile Marine Committee (1923) —The Indian Mer- 
cantile Marine Committee was appointed in February 1933, to 

^ See Memorandum subjnitted to tlie Imperial Conference on the subject of 
Indian Shipping in relation to the Empire Maritime Conference by the Indian 
National Steamship Owners* Arsoci^ion, Bomb^ (iQ37)» pp 4-5 
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consider and report what measures were necessary for the promotion 
of the Indian shipping and ship-building industries The main 
recommendations of the Committee may be summed up as follows — 
(1) In order to piovide for both the training and futuie 
employment of the officers indispensable for the formation of an 
Indian mercantile marine, a training ship should be established at 
Bombay by the Government (The Government accepted this recom- 
mendation and the Royal Indian Marine \essel * Bufferin', refitted 
so as to enable her to take in cadets, is now being utilized as a naming 
ship for officers and engineers of the Indian mercantile marine) 
{11) For the training of marine engineeis provision should be made 
at the colleges of engineering, and facilities should be given for further 
experience at sea (in) The coastal tiade should be reserved foi 
licensed shipping companies which are to arrange for eventual 
Indianization as regards ownership and controlling interest (iv) The 
question of granting navigation bounties to puiely Indian shipping 
companies m respect of oveiseas trade to othei countries should be 
favourably consideied as soon as a sufficient numbei of trained Indian 
officers are available and Indian shipowners have proved efficient in 
managing and running coastal steamers (v) Calcutta should be 
developed as a centre of sell-propelled ship-buildmg, being most 
suitable owing to its vicinity to coal- and steel producing districts 
and the greater experience than any other centre which it commands 
(See however §46 below ) The Committee lecommend that protection 
should be given to the industry in the form of constiuction bounties 
so as to make up the diffeience between the minimum cost of produc- 
tion in India and abioad, subject to a maximum of twenty-five per cent 
of the price abroad (vi) The establishment of a ship building yard 
by an Indian company may be aided by the Government by (a) cheap 
loans and assistance in acqunmg a suitable site, (b) extension of 
Government and Port Trust patronage on certain teims legarding the 
cost, and (c) legal provision that when such a suitable ship-building 
yard is completed and established, all ships seeking a license on the 
coast should also be required to have been built in India (vii) Expeit 
assistance from abroad for ship-building should be invoked to start 
with India must, however, eventually establish schools and colleges 
in the country itself for the study of naval aichitecture as m England 
In the meantime the colleges of engineering should provide for addi- 
tional post-graduate couises in naval aichitectuie 
§43 The Bill for reserving coastal traffic for Indian shipping Ex- 
cept for the establishment of the training ship * Duffenn the 
^ Government failed to give effect to any of the other important 
recommendations of the Meicantile Marine Committee (See how- 
ever §46 below) Therefore, in the September session of 1928, 
Mr Haji moved* his Bill m the Assembly^ for the reservation of 
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coastal traffic This made piovision foi se\enty-fi've per cent of the 
stock to be vested m Biitxsh Indian nationals In the case of a joint- 
stock company, coipoiation 01 association, the chairman of the board 
of directors, and not less than seventy-five per cent of the numbci 
of membeis of the managing firm, and of the diiectois of the board 
were to be British Indian subjects The Bill fmthei laid down that 
seventy five per cent of the voting powei was to be vested in Biitish 
Indian subjects It piovided foi a system of licenses to be issued by 
the Governoi -General in-Council for engaging m the coasting tiade 
of India A five-yeai peiiod was laid down in the Bill foi the giadual 
reseivation of the coastal traffic in this manner 

The principle of leservation of coastal tiaffic contained in the 
Bill has been adopted by practically all nations aspiring to develop 
their own mercantile marine, and India natmally desiies to take 
a leaf out of then book in this matter Too much importance should 
not be attached to the argument that the Bill involved lacial discrimi- 
nation, because this type of discrimination has come to be regaided 
as falling within the range of those permissible actions to which a 
nation has a moral light to resoit, although they may be inconvenient 
to others While, like every othei measure of protection, the reserva- 
tion of the coastal tiaffic for Indian ships may be expensive for a 
time to the countiy, its justification is the familiar one, namely the 
confident expectation that protection will before long be unnecessary 
Regarding the treatment of existing vested interests, leaving 
aside the drastic step of expiopriation, one of two methods might 
be adopted Either the existing lines might be bought over by the 
Government with a view ultimately to handing them over to Indian 
companies, or they might be offeied the option of undertaking 
gradually to Indianize themselves within a period of five years or 
so, so as to make them eligible for operating on the coast The 
period proposed in the Bill was five yeais This provision has 
been objected to as involving expropriation 1 Expropriation, howevei, 
means deprivation of ownership witlrout adequate compensation, 
and It may be asked whether it is not too strong a word for 
withdrawal of trading facilities from a foreign carrier who has 
been allowed to enjoy them so fai as a matter of grace, and who can 
not now claim them as a matter of right 

The Coastal Reservation Bill emerged from the Select Committee 
in April 1929 with ceitam alterations Before the Bill could pro- 
ceed further, the Indian Shipping Conference met at Delhi in January 
iggo under the presidency of the Viceroy, and was attended by the 
representatives of British and Indian companies engaged in the coastal 
trade of India It was not, however, able to reach any agreement 
owing to fundamental differences between the representatives of British 

^ See Sir George Rainy*s -Minute of Dissent to the Select Committee Report 
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and Indian interests The Government of India took upon themselves 
the responsibility of determining the future course of action They 
subsequently declared that they could not move in the matter until the 
whole question of discriminatory legislation and the commercial rela- 
tions between India and Great Britain, which was then before the 
Round Table Conference, had been decided The Committee of the 
whole Round Table Conference included the following paiagraph 
in the Report of the Minorities Sub-Committee (1931) ‘At the inst- 
ance of the British commercial community the principle was generally 
agreed to that there should be no discrimination between the rights 
of the British mercantile community, firms and companies, trading in 
^ India, and the rights of India-born subjects, and that an appropriate 
convention based on reciprocity should be entered into for the pur- 
pose of legulating these rights 

§44 The Bill for the abolition of the deferred rebates system — 
Mr Haji also introduced in the Assembly (February 1929) a Bill 
for the abolition of the deferred rebates system in Indian coastal 
shipping, intended to be complementary to the Coastal Reservation 
Bill While this Bill was designed to keep shipping earnings in 
India, the Deferred Rebates Abolition Bill aimed at ensuring a fair 
distiibution of business among the Indian shipping companies once 
coastal trade was reserved The abolition of deferred rebates would 
mean the end of monopolistic shipping combinations whether com- 
posed of non-Indian companies or Indian companies or both, and 
would inaugurate a new era, in which, so far as the coasting trade^ of 
India was concerned, an opening would be provided for new Indian 
companies by ending the existing shipping monopoly Sir George 
Rainy, the Commerce Member, criticized the Bill on the ground 
thnt It did nothing to stop the rate wai and that the deferred 
rebates system had been helpful m ensuring a regular service, stability 
of freights and equality between large and small shippers He suggest- 
ed that, as m the case of the Straits Settlements, am arrangement should 
be devised wheieby the shippers would be free to leave the Conference 
once in three years without loss of rebate The Commeice Member also 
urged that the Bill should wait at least till the House had decided 
one way or the other on the Coastal Reservation Bill 

Legislation of the type discussed m this and the pievious section 
will hereafter have to reckon with the provisions with respect to 
discrimination in the Government of India Act of 1935, which we have 
already summarized (see vol I, ch xin) Under these piovisions it 
will not be possible to discriminate against British steamship compa- 
nies operating in coastal waters (see sections 113 and 115 of the Govern- 
ment of India Act, 1935) 


* Indian Round TaSte Conference Suh-Committee's Report, p 49 
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§45 Recent attempts at regulation of coastal traffic — In September 
1937 a non official Coastal Tiaffic Bill, intioduced in the Central 
Assembly by Sir 4 H Ghu7navi, was lefened to the Select Conv 
mittee^ As the mover pointed out, his Bill did not disci immate 
between Biitish and Indian shipping Its object was to leguLite un- 
fair competition in coastal waters in the shape of rate cutting 
or the grant of rebates— a handicap which acts as a dcteiieni against 
Indian capital being invested m coastal shipping - The Bill as lediaft- 
ed by the Select Committee (1938) empoweied the Centiai Go\einment 
to deal with unfair competitive methods m coastal wateis, after making 
inquiries, by fixing the minimum rates of faie and height foi the 
carnage of passengers and goods Chaiging of rates lowei than those 
fixed by the Central Government was made a penal offence The 
Government of India were opposed to the Bill on the giouncl that it was 
unnecessary and impracticable Its enactment might be followed by a 
shipping company mania On the other hand, they weie picpaied to 
legulate coastal shipping within limits It is imdei stood that they fiist 
propose to clear the giound by repealing the old 4 ct of 1850, which 
threw the coastal waters of India open to the shipping of all nations and 
then to take poweis to regulate coastal shipping This move tvas 
specially diiected against the increased mtiusion of Japanese and to 
a lesser extent of German shipping in the coastal tiade of India 

In Maich 1939, the Council of State passed a lesolution asking 
the Government to take more active steps foi the expansion and 
protection of the Indian meicantile marine Mi P N Sapiu, the 
mover of the lesolution, regretted that the Government had done 
nothing foi Indian shipping when striking a fiesh (5939) Uade 
agreement with Great Bi itain ^ Among the steps 1 ccommcnded by 
Mr Sapiu were reseivation of coastal tiade for Indian shipping con- 
cerns, granting of subsidy and fixation of maximum and minimum lates 
of height Mr Dow, the Commeice Secietaiy, pointed out that it 
was no use for Government to fix lates, as it was difficult, indeed 
impossible, to enforce them and tosuie that they wcic not alieicd 
in some way 01 the othei He regretted that thcie ivas no hope of 
Government granting any subsidy to the Indian shipping concerns, 
nor could Government ic&erve coastal tiaffic foi them undei the 
provisions of the 1935 Constitution Act 

^ A similar Bill moved by Mr P N Sapru m the Council of State was i ejected 
by that body about the same time 

For the views of the Indian Shipping Companies on this Bill see Representa- 
tion of the Indian Shtpptng Companies on Sir Ahdul H Ghuznam^s Bill 
They urged the incorporation in the Bill of a scheme of licensing tonnage plying 
on the Indian coast with a view to healthy and steady development of Indian 
shipping 

® For further particulars regarding this aspect of the problem see Indian 
Shipping and the proposed Indo-Bnttsh Trade Agreemep.t (1939) published by the 
Indian National Steamship Owners* Association 
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=546 Siiip-building yard at Yizagapatam — The piesent wai has em 
phasi/ed the importance of every maritime country building its own 
ships m Its own yards Thanks to the initiame taken by Mr Walchand 
Hirachand, steps have been taken £01 the establishment of an Indian 
shipbuilding yaid Eailiei negotiations for a shipyaid at Calcutta 
having fallen thiough, a suitable site has been seemed at Vizagapatam 
It IS pioposed to build steel vessels ranging fiom 8,000 to 12,000 tons 
The woik of constructing shipbuilding beiths has been started by the 
Scindia Steam Navigation Co Ltd and tlnec beiths have alieady 
been constructed The work of building ships has been held up owing 
to the present (September 1944) inability of the Government to pio- 
videi the necessary machinery and steel The industiy will be Indian- 
managed, Indian conti oiled and Indian financed and should piove a 
valuable national asset 


Air Transport 

§47 Civil aviation — Since the wai of 1914 18 cml aviation has made 
lapid piogiess, particularly in Western countries, and has initiated 
a fai 1 caching revolution in the ^ranspoit system of the woild 

Interest in civil a\iation in India was aiouscd by the inauguration 
of a postal air mail service between Karachi and Bombay The 
inauguiation of the Fiench and Dutch an sei vices acioss India, the 
legular weekly Impel lal Airways seivice between England and 
Karachi (until its suspension aftei the entry of Italy into the \^ar m 
June 1940), the introduction of the Empire Mail scheme and the 
general inciease of civil aviation in all paits of the world, have 
stimulated both the Government and the public India has 
become a party to the International An Convention, and the Govern- 
ment of India have appointed a Director and Dcputy-Directoi of 
Civil Aviation, and a Chief Inspector of Aircraft Private enteipiise 
has also come foiwaid, and these are at present ten Aero Clubs in 
India foi imparting instruction m aviation The lecent (1939) policy 
adopted by the Government of India of gi anting subsidies to the 
Flying Clubs in India for a period of thiee years is intended to 
1 educe the cost of tiaming Apart from the assistance given to pilots 
for advanced naming, the Government have instituted civil aviation 
scholai ships There are similai scholarships awaided by private 
bodies such as the Ratan and Doiabji Tata Tiusts and the public 
an ways companies The Meteoiological Depaitment has also im- 
pioved meteorological arrangements foi aviation 

There is a growing organization of the trunk an lines in India, 
and until recently there weie regulai internal services £01 mails and 
passengers between Some of the principal towns, e^g Karachi Colombo, 
Karachi-Lahore-Delhi, Bombay Delhi^ Kaiachi-Calcutta, Bombay- 
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Kathiawai, Bomba) Kolhapui etc An na\i£»alion is contiollui b) 
the Indian Aiiciatt Act ol 1931-^ 

The estabiishment oi daily an sei\iccs on the main tunik an 
loutes co\ Cling India 1101th to south and east to uesl with link 
loutes connecting the tiiink lOutcs at suitable points and with 
extensions to the capitals of ad]ucnt countiics is contcinplaud in 
the plan of post-^vai cimI a\iation in India 

The scheme was explained to the Cential Assembi\ by Su 
Guiiinath Bewoor, Secietaiy Posts and An, in the eoinse oi tlu debau 
on his Bill to amend the Indian Anciaft Act which was passed iccenth 
(Feb 1944) Extension ol sei vices to Rangoon Colombo, Kabul, 
Chungking and places in the Peisian Giili is contemplated 

Stimulated by the establishment of the majoi an sei\ ices thcie 
IS bound to be consideiabie independent de\eiopmcnt of the an 
SCI vices ol second 11} and local impoitancc In oidei to meet the 
development and to piomotc lational economic development to 
ensure safet), icgulaiily and icliabilit) ind to discouiagc tlu giowth 
ol mushioom oiganizations and pieueiit uncconomie competition, the. 
Goveinment lia\e taken pmveis u^dei the Bill ioi the icgulation 
of ail ti anspoit sen ices by a system ol licences 
^48 The Indian Air Force — The u ai has gicati) nici eased the lugciic) 
of developing aviation m India Even bcioic the declaiation 
of wai, the Indian An Foice was staited on a small scale in i93f> 
after r the fiist batch of Indian cadets had been tiamed at Cianwcll 
Schemes of expansion weie put into foice immediately aftei the 
outbieak of the wai and the existing naming facilities giegth 
enlaiged Theie is gieat enthusiasm loi an seivicc in India and 
young Indians aie taking to flying But the limitations imposed by 
the moie uigent demand loi machines in England and in the Middle 
East stands in the u<iy ol expanding India’s an loicc as speedily as hei 
aimy 

Aircraft factory at Bangalore ~ The wai has thus gieaily m- 
ci eased the importance ol developing the pioduction ol an ci alt in 
India itsell The ciedit loi taking the initiative m this case also goes 
to Ml Walchand Hnachand A joint-stock company, the Hindiisthau 
Airciaft Company Ltd, with an authoiized capital ot Rs 4 cioics, 
was legisteied in Decembei 1940 m Mysoie State undei the joint 

Indian Year Booh (1943-4), pp 522-31 Kai achi-Colombo and Bombay-Ddhi 
set vices have been functioning and aie run by the Tata Airways, Ltd Karachi- 
Lahore-Delhi and Kaiachi-Calcutta sei vices have been taken over by the Govern- 
ment Bombay-ICathiawai and Bombay-Kolhaput services were formerly 1 un 
under the agency of Kabali & Co , Ltd Tliese two services have been suspended 
since 1941 due to the aeroplanes of this company, An Services of India, Ltd, 
being taken over by the^cindia Steam Navigation* Co Ltd,** who now aie ptactically 
Managing Agents of Air Services of India, Lid 
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aegis oi Mi Walchand Hiiachand and the Mysoie Government The 
iactoiy was set up at Bangaloie undei the dnection of an Ameiican 
expel t The choice of Bangaloie was largely piompted by the avail- 
abiht) of cheap elcctiical powei and high giade steel horn the Bhadia- 
\ati Iron and Steel Woiks The factoiy will be laigely equipped 
with A.mcricaii plant and niachineiy capable of tinning out both civil 
and militaiy airciaft The hist Indian aeioplanc came off the pio- 
duction line 111 July 1941, folloxved by a second one in the very next 
month The Company’s plans had advanced so much by February 
1942 that it was hoped soon to be able to turn out 15 to 30 aeroplanes 
pel month Howevei, at this juncture, the Government decided to 
opeiate the Company’s factoiy as a Government concern, at least foi 
the pciiod of the wai, owing to ‘ the hnancial iisks and administiatne 
complications involved in commeicial opeiations’ The inteiests of 
Ml Walchand Hiiachand were accordingly pui chased by the Govern- 
ment of India m April 1942, and the Mysoie Government, while 
letaining a financial inteiest, agieed tempoiaiiiy to waive the light 
to a shaie in the active management The opeiations of the factory 
aic at piesent a closely guarded mihtaiy scciet (Scptembei 1944) 
The peacetime potentialities of the new industiy arc promising, 
having legard to the lapid growth of commeicial flying in India and 
the giant of piotection aftei the war in pursuance of the assuiance 
given by the Commeice Member 

The last war contributed to the expansion of industi ies*-like 
the cotton textile industry— turning out consumers’ goods The deve- 
lopments in legard to the manufacture of ships, ’planes and, possibly, 
cais in India, indicate that the piesent wai bids fan to encouiage 
the establishment of ‘key’ oi basic mdustiies in the couiitiy 
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THE TRA.DE ()I 1ND1\ 

This chaptei deals with the iiadc ol India, and loi the sake 
ot convenient tieatmeiit, the subject may be duided into Us main 
blanches as lollows — (i) evteinai tiacle consisting oi (a) sea-honic 
tiade, {b) entiepot tiadc, (c) uansiiontici tiade, and (ii) iiiteinai 
tiade, mcliidino inland and coastal tiade 

Emirnal iRAru 

An histomai retoospect — 1 he cail> histoi) oi Indian tiade miy 
be dismissed biicfly, oui piimai) coneein being with us deeclopment 
in the modem peiiod siiiee the middle oi llie last ceiUiuy Ihcu 
is ample evidence of India’s tiadc leluions in aucicni tunes with 
distant lands As long ago as 3000 bc India had ti idiiig com 
nexions with Babylon Egyptian niuinmics lielonging to aooo bc 
aie supposed to have Iieen iouiul wrapped in Indian muslin ot the 
finest quality 'Thcie was a very iaige consumption ol Indian 
manuiactuies in Rome This is conhimed by the eldei Fliny who 
complained that vast sums o£ money wcie annually ibsoibed by 
commeice in India The muslins of Dacca weic known to the Greeks 
under the name of Gangetika''^ Among othei countiies with whom 
India tiadcd weie China, Persia, and Aiabia The tiadc of India, 
as indeed all ancient tiade, was in lare and costly commodities 
of compaiaiively gieat ’value m small bulk, m contiast with the 
piescnt-day tiadc chaiactciiyed by tianspoit ovei huge distances 
ol cheap and bulky commodities catering loi the needs ot the masses 
The iDiincipal aiticlcs ol expoit wcie textile maniilactuics meialwaic, 
ivoiy, pcihimes, dye-stufls, spices, etc tind the impoits consisted oi mine- 
lals, ol which thcie was a deficiency in India, such as brass, tin, lead 
and also wines, hoises, etc There was a net impoi t oi a Lii gc cpiantity 
of gold which suggests an excess of exports ovci impoits— a featuic 
which has all along chaiactcii/ed India’s trade with ofhci nations 
Theie was also a certain amount ol cntiepdt tiade chiefly in silks and 
porcelain previously impoited fiom China, in peails fiom Ceylon, in 
piecious stones from the Indian aichipelago This entiepot tiade 
may be taken as a token of IndiaV possession of a fleet of iiiei chant- 
men 

During the Mohammedan peiiod, which may be said to ha\e 
commenced fiom the eleventh century, certain new influences came 
to act upon the foieign trade of India The eaily Mohammedan period 

^ MaUviya’s Minute of I^ssent^ to the Indnsinal Commission Refort, p 295 
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being moie unsettled than the preceding Hindu pciiod must have 
adveisely affected India’s tiadc development On the other hand the 
communications established with India thiough the noith west fiontier 
stimulated the o^ciland tiade of India As Moi eland points out^ 
tlieie weie two regulai loutes on the hontiei, fiom Lahoie to kabuh 
and horn Multan to Kandahai ‘ Kabul was a laigc commercial cen- 
ac, and a meeting place for mei chants fiom India, Persia and couniiies 
to the noitli, while it lay on the loute fiom India to the mam caravan 
load between western China and Europe , Kandahai is the doorway 
from India to the greatei part of Peisia, and both routes cairied a 
considerable volume of tiaffic when judged by standards appiopriate 
to the conditions pievailing at the lime ^loieovci, the pationage of 
the Mogul couits impaited a consideiable stimulus to Indian indus- 
Uies, paiticulaily to those which pioduccd luxuiy goods The ship- 
ping ti?de was Higcly conti oiled by the Moslems, especially on the 
Malabai coast, and, to a lessei extent, m the Gulf of Cambay and the 
Coiomandel coast, which latei came to be hugely m the hands of the 
Eamas and Chettiais Malabai was the gicat cntiepot foi almost 
the ivhole tiadc of the Indian seas eoming fiom the Fai East and 
the Red Sea, Calicut being the pimcipal poit of this uade Dming 
the Mohammedan pciiod the gencial eouise of tiade lemained 
unchanged and ‘Gibbon’s moidant aplioiism “mat the objects of 
oiiental tiafffc weie splendid and trifling”, is in substance as appli- 
cable to the sixteenth as to the second ccntiuy ’ - The impoits weic 
principally gold, foi coinage and display , horses wcic impoiied in 
laige numbers , and metals, such as coppei, tin, /me, lead and 
quicksilver , also luxuiies like ambei and piecious stones In payment 
foi these impoits India sent out hei vaiious textile labiics, dye-stuffs 
like indigo, opium and othei drugs, peppci and a few mmoi 
spices, etc 

Towaids the end of the fifteenth centuiy came the epoch making 
changes in the tiade routes qwmg to the discoveiy of an all-sea 
loute to India via the Cape of Good Hope which established the 
fateful contact between the East and the West Till then the diiect 
tiade with Em ope had passed on the Indian Ocean as far as Aden, 
was then unloaded in the Gulf of Sue/ and earned by land and 
watei to the Mediteiranean coast It was thence taken up by the 
Italian tiadeis of Venice and Genoa, who sent it fuithei west by 
sea, 01 to Antwerp by land o\er the Alps and then down the Rhine, 
at that period the chief distributoi for western Em ope. It was the 
prospect of annexing the laige profits of this tiade which laigely 
inspired the Portuguese quest for a sea loute to India It was the 
linens and calicoes, the jewels and embroideries, woollen and silk 
manufactures, and not the law materials, which attracted tiaders 


^ India at the Death of Akhar p 2ic) 


ibid , p 196 
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Iioin webtein Eiiiopcan countiics like Poitu«ai, Ploliand, England 
and Fiance and supplied the basis loi the luuatnc tiade oi the East 
India Compan), secuung ioi it the Mitual monopoly oi tiade with 
the East owing to the elimination oi Piench eonipetitiem aitei 
the Seven Yeais ^Vai Iheic was at one time eonsidei ible opposition 
in England to the iiadc ol the Company with Jndii since Indian 
iinpoits oi calicoes and spites, ioi which theie was an insatiable 
demind m Englanel, hael to be paid ioi by an c\.poii oi specie to 
India,! which \\h\s a pool niaiket ioi the English woollens Tow aids 
the end oL the seventeenth ccntiii)', the use ol Indian textiles was 
penalized in England cithei by complete piohibition oi heaw iinpoit 
duties We have aheady stated that the comnxeic’ai instinets oi the 
East India Gompan)' led it at iiist to encoui ige Indian industiies, on 
which Its expoii ti idc depended, but that the picssiiie oi the vestcel 
nucicsts in England led to a leveisal oi tins policy m the eighteenth 
ceiituiy, and India came to be lookcel upon piimanly as a valuable 
somce oi law matciials nccessaiv to develop the manuiaetuies oi Eng- 
land, which wcie lapidh expanehng dining the peiiod ol the Indus- 
tiiai Revolution 

The lust hall ol the nineteenth^cc ntun witnessed i lemaikablc 
change m the chaiactei oi the tiade between Indii and Engl<ind 
Henceioivsaid, India began to lecene those vciy commodities as 
impoits which had hitheito bulked so laigely in hei expoit tiade, 
namely, cotton manuiaetuies and sugai The Lancashiie cotton 
industry had so developed that by the middle oi the centiu} impoits 
oi cotton piece goods lepiesented about hali the total impoits of 
ioreign meichandise into India- 

^2 India’s trade from 186 W onwards — Fhe )eai iSGc) when the Sue/ 
Canal was thiown open ioi navigation, maiks the beginning oi 
the modem penod m the histoiy oi India's tiade The most stiikmg 
chaiacteustic of this period is the steady giowth in the volume of the 
■expoit and import tiade ^ 

The cxpoits increased fiom an avciage annual value of Rs 55 86 
ciores foi live years of tiade dm mg 1864 5 to 1868-q to 353 31 cioies, 
which was the quinquennial avciage foi the peiiod 192^5 to 1928-g 
During the same period impoits lose in value fiom 31 7 to 251 
crores 

The chief causes of this giowth may now be biiefiy indicated 

^ The acquisition of the Diwani of Bengal and the MCious system oi invest- 
ments (purchasing goods for export out of the Indian revenues) consideiably 
reduced the export of bullion to India and lessened the opposition to the Indian 
trade 

" C W E Cotton, Bandhooh of Commei ctal Information for India^ p pj; 

^ Revitw of the Trade of India (1939-40), p 204 Se^, also The Economic 
Resoufce? of thi Empire^ edited by W Worswick, at tide by H A F Lindsaj 
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The establishment of peace and oidei with the piactical completion 
oi the Bntish conquest of India by the middle of the last centuiy 
supplied the much-needed sccuiity of life and propeity foi the 
developmem of commeice Improved means of tianspoit and 
communication also opened up the count! y fai and wide foi trade 
The mos! impoitant single cause was the opening of the Suez Canal, 
which bi ought India neaiei to England by about 3,000 miles The 
canal rehabilitated the Mediteiianean loute to the East and gave 
new oppoitunitics to countiies facing the Mediteiianean, such as 
Fiance, Austiia and Italy The utility ol this lOute was immensely 
impioved by the laying of submaiine cables between Bomba) and 
Suez This together with the great impiovement m naval aichitecture 
and the lapid giowth of mercantile maimc fosteied by vaiious 
countries, ga\e a great fillip to India’s tiade with distant lands 
The gieatei pait of India’s expoits came to consist of ai tides of 
considerable bulk and compai atively low value, which could now be 
tianshipped cheaply ovei thousands of miles so as to satisfy the 
gi owing international demand foi them Foodstuffs like wheat, iicc 
and tea, and law materials such as cotton, ]ute, oil-seeds, hides and 
skills came to be exported in e>ei inci easing quantities,^ and they 
were paid for by the impoits of manufactuies, such as cotton piece- 
goods, machmeiy, haidwaie railway mateiials, glassware, etc, from 
England, and latei from othei countries like Geimany, the United 
States and Japan, wheie striking developments m manufacturing 
Indus tiy weie taking place The numerous internal customs baineis 
and transit duties which had so long impeded trade weie swept 
away by 1853 The pimciple of liee tiade which had carried all 
befoie It m England about the middle of the last centuiy was applied 
unhesitatingly to India Almost all the expoit duties weie abolished 
by 1874, and the discrimination in lavoui of British against foreign 
shipping was 1 amoved Free tiade howevei scoied its gieatest victoiy 
when, undei pi assure from Lanbashiie, all impoit duties with a leiv 
tiiflmg exceptions weie swept away m 1882 ^ 

Though the Company’s trade monopoly was abolished in 1813 
and full fieedom was given to all nationalities to establish commeicial 
lelations with India, and though all foreign countiies v\eie giadually 
placed on a footing of equality with England m 1 aspect of shipping, 
etc, Gieat But am continued to be in piactically monopolistic 

^ The agricultural policy ol the Government in India was then largely inspited 
hy the idea of stimulating the export of Indian agricultural pioduce, and the 
hig irrigation schemes undei taken m the Punjab, the United Provinces and 
Sind were to a large extent m fuitherance of this policy 

^ It IS true that the import duties had to be leimposed for levenue put poses 
in 1894, they uefe maintained at the general low late of five per cent ad 
valorem 
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possession of the field until iccciitl} The iiULStiiient oC Biitish 
capital in Indian i a ilwa>s uid othei undcUakin^s and the manigcmeiii 
of the railways b) Biitish companies, Bulish conliol ol shipping 
and banking, the cstablishnitnt ol tiadc oigani/ations in the countr>, 
such as the Biitish cvpoit houses and the Eiiiopcan (Butish) Chambci^ 
of Commcxcc, and tlu potvci oi dnecting the fiscal poiic\ ot the 
coimtiy, weic the piincipai lactois which gave Biitun rlu uppci 
hand 

§3 The struggle for the Indian market — This supi(.niac\ begin to 
be giadiially undeimincd in the closing decade ol the last (entius 
Geimaii) was the fiist powci to challenge it and wds latci iolloweu 
b} Japan whose intcicst m the tiade with India is spccialh 
quickened aftei the Russo jaj^anese War The object oi these poweis 
was piimaiily to push the sale of then manulicuucs m India But 
the oiganization cieated foi this pin pose also stitcd to stimulau 
Indian cxpoits ol law matcuals and ioodstufis, %vhieh these eoiumie^. 
lequiied loi then own industiies The pimcipal methods adopted 
for this pm pose wcic (i) the de\eIopmcnt oi ualional shqqiing 
services, (ii) the establishment oi blanches oi nitional banks, such 
as the Geiman Deutsche Asiatischc B<ink and the Japanese Yokohama 
Specie Bank, which oflcied special ciedit iacihtics to then nationals 
and (ill) the est iblishmenl oi ioicign comnieicial houses at the 
pimcipal ccnties of tiadc, like Bombay and Calcutta This actnity 
had the full sympathy and suppoit of the Go\ernments concerned, 
and khen consulates in India did yeoman sei\ice in lostermg then 
countiy’s tiade with India The United States, howe\ei, was foi a 
long time content to deal with India tlnoiigh London, and her efloits 
to promote diiect tiade lelations weie until aitei the outbieak of 
the war not so conscious and detei mined as those of Geimany and 
Tapan 

^4 The position before the war of 1914-18 summarized — The 
combined cifeci ol all the factois #iioticecl above xvas seen m an 
enoimous gioxvth oi the c\poU and impoit tiadc ol India, though 
the growth did not take place at a unifoim pace thioughout the 
pciiod revicxvcd Up to thcie w^as a heavy mciease in c\- 

poits, especially between 18G4 and 1869 owing to the Ameiican 
Civil Wai, which led to Luge cxpoiis of cotton at high puces 
from India, 'while it checked the impoits of piece goods into the 
country owing to the difficulties of England in obtaining the usual 
supply of raw cotton Between 1873 and the end of the century 
trade development was compaiativeiy slow The violent oscillations 
in the value of the lupce intioduced an element of iinceitainty 
and speculation m the foieign tiade with gold staiidaid countries 
and seived to check its noimal giowth Moi cover, the Xamme of 
1876-8 and the two others which occurred at the end of the centuiy. 
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and the lepeated visitations of plague, which fust appealed in Bombay 
in 1896, aggiavated the situation Lastly, while the successful stabi- 
lization of the lupee at 15 4^ between 1898 and 1914 smoothed the 
couise of India’s ti nle with gold standard countiies, the appieciation 
of the rupee contiibuted, to some extent, as wc hate already seen, 
to the loss of tiade in textiles with Japan and China 

The fiist fourteen yeais of the new century witnessed a lemaikablt 
expansion of the foieign uade of India, especially after 1905 The 
largest increase was leveajcd by the five years piecedmg the war of 
1914-18 Duiing these yeais the lupee was almost stable, public works 
such as railways and iiiigation wcie being pushed foiwaid with vigour, 
there weie no serious famines such as those at the end of the previous 
century, and the vuulencL of plague was cleci easing Moi cover, as 
alieady stated, Germany and Japan, and to a lessci extent the United 
States, were making oigani/ed efioits to push then tiade, which was 
fast expanding undei the stimulus of the economic tiansfoimatiou 
which they weie undei going, bunging them into line with England 
as industrial nations 

^5 Effects of the war of 1914-18 on India’s trade following 

tables^ bring out the effects of thc^war of 1914 18 on India’s tiade 

TABLE I 

Value {in miUtons of pounds) of the ovei<;ca6 twde in 
total me'ichandise 



1913-14 

1914-15 

1915-16 

1916-17 

1917 18 

1918-X9 

Impoits 

1 1=7 S 

1 

9 t> 5 

92 I 

106 8 j 

109 6 

I 2 S 7 

Expoi ts 

1 166 

131 4 

133 

167 9 

1 163 3 

170 2 


TABLE II 

Value (in millions of pounds) of the oaeiseas thadc 
{total nieychandise calculated at the puces cunent in z^xyi^) 



191J 14 

1914-15 

1915-16 

1916-17 j 

: 1917 

1918-19 

imp 01 ts 

1 j 

i 137 S 1 

95 6 

73 I 

62 8 

51 9 

1 9 

Exports 

1 166 

1 

119 ’ 

129 I 

140 9 

1 1 O 6 

1 5 


Table I above shoivs that both the blanches of foieign trade 
icceived a setback on the outbieak of wai in August 1914 and 


^ See S G Panindikai, T-lu Economic Consequences of the Kar, pp 44-5 
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that, while the \aiue ot the cvpoits lecoveied iioni ic)i6 17 onwaids, 
that o£ impoitb lagged behind the pie-wai )eu c\cn so Htc as in 
1918-19 Table II, which allows £01 the use in uai-time puces, 
shows that theie was a iai moie seiious 1 eduction m the \oluiiie 
oi tiade, especially oi the impoit tiade which declined continuously 
thioughout the wai yeais We may now biiefly evamine the causes 
which bi ought about this state oi affaiis The tvai led to a complete 
cessation o£ tiade with the enemy countiies At the same time the 
tiade with the allied countiies, like Gieat Biitain, Fiance, and Belgium, 
could not be maintained at the picuai le\el owing to then pie- 
occupation with the wai Trade with neiitial countiies was subjected 
to lestrictions calculated to pi event munitions ol war fxom India 
leaching Geimany thiough such countiies and to make Indian supplies 
solely available foi the Allies A moie disticssing lactoi was the 
shaip use m heights as a lesult oi the disappeai ance of enemy 
tonnage from the high seas and the piessuie oi tvai lequnements 
on the lemainder available This factor laigely discounted the 
advantage which India might othciwise have dciived iiom the gieat 
demand in Em ope foi hei commodities The dislocation in the 
foieign exchanges and the msecuwty on the sea weic also factois 
which distmbed the couise of tiade The countiy, howe\ei, soon 
began to adapt itself to wai conditions Laige quantities of sandbags 
foi trench warfaie and hides for the manufactiue of boots foi the 
solcliei s wei e 1 equn ed, and t his gi eatly stimulated the expoi ts lliougli 
the i^nport trade did not expeiience the same ie\nal, the gap caused 
in the Indian maiket was paitly filled up by increased impoits fiom the 
United States and Japan, who fully exploited the situation so cieated 
to then own advantage Thus the war affected Indian tiade moie 
adveisely than the trade of some other countries like Japan 

One welcome feature, howevei, of India's ioieign tiade dining 
the wai of 1914-18 was the mciease in the expoits of maniifactmes, 
ivhose peicentage to the total expoij: trade lose iiom 22 4 pei cent 
in 1913-14 to 36 6 pel cent in 1918-19 The aitificial stimulus given 
by the wai to Indian mclustiies like cotton, ]ute, Icatlici, steel and 
non has aheadv been noticed, and this accounts ioi the mciease in the 
exports of manufactuies 

§6 Postwar trade from 1919-20 to 1939-40 —The hguies below may 
seive as an introduction to a discussion of the post-wai de\elopmcnts 
in trade 

The eaily post-war period was chaiactenzed by a tiade boom caused 
by the removal of many of the wai -tune piohibitions on expoits, as 
well as a giadual lesumpiion of commeicial nitei couise with enemy 
countiies accompanied by an improvement in the height position 
Theie was also a husk demand for Indian produce on the pait of the 
Western countiies fOi the leorgamzation of then industnes The 
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levjval of tiade, especially on the side of expoits, would ha\e been 
even moie striking but foi the lailway congestion in India, high 
piiccs, labour troubles, unstable foieign exchanges, the rise in the 

Value (in uoies of lupees) of sea home Uade in total 
uieichandise (including Gooonmtni sio)es)'^ 


"^ear 

Imp 01 ts 

1 

Expoi ts 

Net 

Expoi ts 

\e ir 

i 

Impol tb 

Expoi ts 

Net 

Exports'^ 

1 

1919-20 

221 70 

336 02 

-j- 1 14 32 

193 1-2 

13004 

161 20 

4-31 16 

1920-1 

347 56 

267 76 

- 79 So 

103^-3 

IjS 02 

136 07 

4“ I 05 

1 92 1-2 

282 59 

2(8 6s 

- 33 94 

1933-4 

117 30 

151 17 

^-33 V 

1922-3 

246 10 

316 07 

-f- 69 88 

1 934-5 

134 ss 

155 50 

4"20 02 

1923-4 

237 18 

363 37 

-f-126 19 

1935-6 

136 77 

1 64 60 

-f2S 83 

1924-5 

253 37 

400 24 

-f 146 87 


152 01 

15454 

-t- 2 S 3 

1025-6 

236 00 

38b 82 

4-150 82 

1906-7 

127 72 

202 49 

H -74 77 

1926-7 

240 82 

311 OS 

4" 7023 


144 08 

192 41 

-i-48 )3 

1927-8 

261 53 

330 26 

4- 68 73 ; 

1937-8 

' 177 22 

189 77 

-t-i2 55 

1028-9 

263 40 

339 15 

+ 75 7^ 

1938-9 

153 31 

169 07 

-1-14 40 

1920-30 

i9jO-i 

249 71 
173 06 

318 QQ 

226 50 

4“ 69 28 
+ 53 44 

1939- (0 

; 168 93 

213 08 

-t-44 13 


exchange value of the lupee and the continuation of the restiictions 
on the expoit of ceieals owing to the laiiuic of the monsoon in 
1918-19 Even as it was, however, the pace of the post-war boom 
was too fast and it was incMtable that bcioie long it should be suc- 
ceeded by a slump indications of which weie clcaily apparent in 
the lattei pait of the year 19201 The expoit trade was the'® first 
to be affected The maikets of Gieat Britain, the United States 
and Japan, who w^eit all among India's best custoineis, were glutted 
with Indian produce, and there was i considerable slackening of 
the demand on then part The countries of central Europe, which 
had been a valuable market for Indian exports during the period 
before 1914, no doubt badly wanted Indian products, but could not 
buy them owing to then shatter od resources arid reduced purchasrng 
power Ihe unsatisfactory rains of 1920 m India and the high prices 
of food-stufls necessitated the continuance of the embargo on the 
expoit of foodstuffs There was also a severe crisis m Japan 
which checked the exports of Indian cotton to that countiy The 
ill-fated attempts of the Government to stabilize the exchange value 

^ Figuies fiom 1937-8 1 elate to British India excluding Buima The second 
figuies for the years 1035-6 and 1936-7 have been adjust<d so as to repiescnt 
British India excluding Burma for facilitating coiiipaiison 

" The net exports (excess of expoits o\ei imports) of piivate merchandise 
(sea-borne trade), excluding Government stores, for the last ten yeais were as 
follows Rs 61 crores in 1930-1, Rs 34^crores in 1931-2, Rs 35 croresi in 
1932-3, Rs 3441 cioies in 1933-4, Rs 2342 croies in 1934-5, Rs 2986 crores 
in 1935-6, Rs 7713 cicfres in 19367, Rs 1542 crores in 1937 1688 ciores 

in 1938-9 and Rs 47 Si croies in 1939-40 
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ol the lupce It JS (gold),i luithei paialysed the ahead) weak evpoit 
tiadc The impoit tiadc, on the othei hand, expanded lapidly 
India's impoiL leqiuicmcnts had been starved dm mg the wai and 
oidcis had been placed loi inachmeiy and othei manuiactiucd good^ 
dunng the wai and aitei the Aimisiice ioi deliveiy at the disci etion 
of the manulactmcis, ind these now began to pom into the counti) 
4 he high exchange also ga\c a poweilui stimulus to the impoit 
ti ade and oidcis wcie placed foi immense quantities ot iorcign 
in inufactuied goods It is no niatici loi suipiise, thcicfoie that 
iheic was a hea\y balance ol Hade against India to the extent of 
Rs 79 80 ctoics in 1920 1, which continued into the next year when 
It amounted to Rs ^3 94 cioies 

Altei the ^eai 1922-3 a lecoveiy was discernible And at least 
so far as the impoi t 11 ade was concerned, the trend towaids the 
lestoiaiion of noimal conditions was continuously in evidence till the 
yeai 1929-30 Ihe conditions which lavouied the piogicss towaids 
giaduai lecovciy weic the piogiessnc stabilization of the Eiuopean 
ciurencies, the improvement in the ciedit position oi the central 
Euiopean countries, and the appaient settlement of the lepaiations 
question by means of the Dawes Srkeme in 1924 
^7 India’s trade during the world economic depression — V down- 
waid tiend of tiade staited in Octobei 1929, aftei the Wktll Stiecl col- 
lapse, and aftei wai ds spiead to most other counti les all ovei the woiid 
The mam causes of this trade deiDression, which dominated India s 
foreign tiade dm mg the ycais 1929 30 to 1933 4, may be summed up 
as follows — (1) overpi oduction m the case of both 1 aw matei laU 
and manufactui ed pioducis, but paiticularly in the case of the 
formei , (11) monetaiy causes, especially the concentiation of gold in 
Ameiica and Fiance lesulting m a depletion of the leseives ot the 
Central Banks in othci counti les and the consequent defiationaiy 
policy followed by these banks until the susiiension ol the gold 
standaid in Septembci 1931 by Gieat Biitain, whose example was- 
followed by India and a laige numbei of counti ics, (m) political 
umest m many qiiaiteis of the globe, notably m India, China and 
South Ameiica and subsequently m othei countiies RcsUictions on 
tiade m the shape of taxiffs, quotas, exchange contiol etc, which 
became numeious dm mg the eia of exchange instability usheicd 
in by the widespiead abandonment of the gold standaid, fmthei 
adversely affected woild tiade The setback to the foieign tiade of 
India 1$ clearly bi ought out by the table on page 203 The fall m 
the ’value of exports was mainly due to the disastious fall in the 
prices of agucultuial law matei lals- and the decline m the foreign 
demand for India's staple expoits The fall m the \alue of imports 
was laigely the result of the 1 educed pm chasing powei of the 


^ See ch vii 


^ See ch ix 
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consumers in India, the tense political situation 111 the countiy and 
the extension of home production ol cotton textiles and sugar 
stimulated by the policy of disci immatt piotcclion since 1924 

The fall in the case of expoits was natuially fai gieatei than 
in the case of imports owing to the fact that the puces of agiicultuial 
commodities and law matciials, which toim the bulk of India’s 
cxpoits, fell to a much gieatei extent than the puces of manufactured 
goods which foim the bulk of Indian impoits Had it not been 
foi the enoimous cjuantity of gold cxpoited iiom India after Gieat 
Britain went ofi the gold standaul, the bilancc oi tiacle m favour of 
India ivould ha\e dwindled to a negligible figure indeed ^ The 
slump m the expoit tiadc was at its woist in 1952-3, when the value 
of the expoits diopped to Rs 136 cioies and the visible balance of 
tiadc in meichandise was only about Rs 5 cioies, the smallest figme 
on lecoid The woist phase of the wot Id depiession came to an 
end in 1932, and the early months of 1933 had seen a consideiable 
revival of business actnity in sc\cial countiics undei the stimulus 
-of devaluation and cheap money conditions At the same time the 
prevalent uige towaids economic nationalism, undei the influence 
of which each country was tiyin^ to lescivc its maikets for its own 
nationals, and the failuie of the Woild Economic and Monetaiy 
Conference, held in London (1933)^ owing to the hostile attitude of 
the United States of Ameiica towaids the stabilization of woild 
currencies handicapped lecoveiy of woild tiadc 

The gieat \mcrican experiment of socialization of finance-s and 
industiy, undei taken in the Recovery Plan of Picsident Roosevelt, 
while It exeicised a ceitain beneficial influence on world puces, 
obscuied the beginning of a genuine use in the world prices of 
commodities by the gieatei speculative use based on the piospect 
-of inflation in Ameiica The peiiod oi dollai uncertainty piobably 
enhanced the difficulties m the path of inci eased international 
ti ade « 

§8 World economic recovery and India’s trade — In 1933-4 Indian 
conditions generally showed some piogiess towaids lecoveiy so far 
as the expoit trade and the visible balance of trade were concerned, 
although agricultmal conditions lemamed much the same The 
-yeais 1934-5, 1935-6 and 19367 weie maikcd by furthei progiess 
in economic lecovciy In the earlier stages, the improvement was 
confined to paiticular countiies or mdustiics, but in 1936 the woild 
appeared to have definitely emeigecl fiom the paialysing conditions 
of the gieat depression The gradual depletion of stocks of piimary 
commodities since 1934, the restuction schemes foi legulation of 
production of vaiious Commodities adopted on a voluntary basis 
by some of the chief produceis, the collapse of the gold bloc under 
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the leadeiship of Fiance and the de\aluation of the eistwhilc gold 
cmiencies m Septembei 3936 bi ought about a use m the pnces of 
many commodities, The use became stiikmg dining the fust half 
of ig5'7, owing to the influence of an additional factor, namely the 
heavy government expenditme on aimaments in man) countiies, 
winch gave a great stimulus to the heav) indusuies, and had an 
exhilaiating effect on the geneial economic situation Conditions 
of intei national tiade weic, howevei, no fieei than at the bottom of 
the depiession when such devices as high impoit taiiffs, quotas, 
clearing agi cements, and othci measuies legulating tiadc were adopt- 
ed, notably by Geimany and Ital} In fact, the inci easing tendency 
toxv^aids bilatei alism was a maiked featuie of xvoild tiade dming the 
yeais ]ust befoie the piesent war ^ 

India followed the gcncial woild tiend towaids lecovery, although 
owing to hei special conditions hei couise of iccoveiy xvas some 
what diffeient from that of othei countries In spite of rapid indus- 
tiialization of recent yeais, she still lemains predominantly an agii- 
cultuial country, and the economic welfaie of the people depends 
laigely on agricultm ah conditions in India as well as abioad The 
depiession which staited in 1929 hft agiicultuial countiies like India 
with special seventy, owing to the unpiecedented fall in the prices 
of piimaiy produce The impiovement in agiicultuial puces began 
somewhat eailiei, but it ivas only dining 1936 7 that theie was an 
appieciable advance in the puces of India’s agiicultuial pioducts 
(See raiso eh iv) Tins maiked improvement was chiefly the result 
of a geneial rccoveiy 111 the demand foi primal y commodities and 
laxv mateiials India’s tiade especially hei expoit trade, m conse- 
quence made a considerable lecovciy, especially in 1936-7 when it 
iccoided an advance of neaily Rs 36 croies over the pievious year’s 
total In the same yeai the tiade balance m piivate meichandise 
in favoui ol India, which had sunk low to Rs 3 croies in 1932-3,. 
mounted to Rs 78 cro'res r 

India’s trade during the 'recession’ period ( 1937=8 to 1938 - 9 ) — 
^\hth the business Tecession’, which staited in the United States 
about Apiii 1937 and which gatheied momentum as the yeai wore 
on, the economic lecoveiy of the woild leceived an unexpected 
setback The sudden leveisai of the iipxvaid trend in business 
conditions was caused by the inevitable bin sting of the bubble of 
speculation as also by the neivousness legaidmg future shortage 
of law mateiials and othei factois, lesultmg in the gold scale 
in the United States, the lestiictions placed on ciedit facilities by 
banks, and relaxation of restiiction schemes World pnces for 
primary commodities fell sharply and lemained low till the middle 
of June 1938 

#> / 

^ Review of the Tmde of Indta (1936-7), pp 1*2 
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The lecession, howevei, had spent its foice by the end of 1938, 
and in the early pait of 1939 business activity was rising model ately 
This IS explained paitly by the adoption of policies of monetaiy 
expansion and of increased public expendituie all over the world, 
especially m the United States, and paitly by the high expenditure 
on armaments 

The economic ‘lecession’ and the le'veisal of the commodity 
boom in the woild markets in 1937 affect adveisely 

puces and agiicultmai conditions in India The prices of most 
Indian staple pioducts declined sharply, and this meant a shiink- 
age in the incom^ of the agucultuiist (see also ch ix) The down- 
ward trend in India was accentuated by the Sino Japanese conflict 
which seriousl} cm tailed the tiaclmg capacity of Japan, India’s pi in 
cipal customci foi cotton The oveiseas tiade of India in 1937-8 
compared wuth the pievious year showed an extension in impoits 
and was accompanied by a decrease in expoits with the lesult that 
the net expoits ol piivate meichandise horn India (excluding Buima) 
declined from Rs 51 cioies in 19367 to Rs 17 56 cioies The 
figuies foi the yeai 1938 9 cleaily bring out the effects of the ‘leces 
Sion' on the foieign tiade of India The total value of India’s 
foieign tiade in piivaie meichandise declined from Rs 363 cioies 
in 1936-7 to Rs 322 cioies in 1938-9 The fall of as much as Rs 41 
Cl ores in expoits was in pait the result of the depressed condition 
of the piimaiy maikets of the world and in pait of the reduced 
pin chase of Indian cotton by Japan The fall in imports was caused 
by the smallei pui chasing powei in the hands of the agucultuiist 
The largei deciease m impoits in 19389 impio\ed the trade balance 
by a couple ol cioics as compaied with the pievious yeai 
UO India's foreign trade during the war period (September 1939 
onward) ’ — With the outbieak of wai in September 1939 and its 
subsequent extension in scope and inciease in intensity, a numbei 
of factois affecting the volume '^and value of India's foieign tiade 
have been bi ought into play At hist, most of these factois weie 
iinfavouiablc but latterly a numbei of favomable factois have also 
appealed The net lesult has not shown any consistent deteiioiation 
and has in some i aspects even recoided impiovement 

The unfavouiable factois aiose mainly out of political un- 
ceitamty which picccded the declaration of wai There was, foi 
example, a natuial hesitation m India to place oideis with Euro- 
pean countiies in the fust yeai of the wai foi fear that befoie the 
orders could be executed, hostilities might extend to them Actually 

^ The tieatment of developments relating to foieign tiade during the present 

owes much to a »note piepaied by Piofessoi N S Pardasani and kindly 
placed at our disposal 
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the conflagiation spiead with oveiwhcinung lapidit}' and India 
lost a mimbei of hei inipoitant markets and souices of supply 

Geimany, C/echoslovakia and Poland wcie excluded m the hist 
week of Scptcmbei 1939 In the spiing of igp, Noiway, Holland, 
Denmaik, Belgium, Fiance and Iiai) wcie cue m) -occupied tciiitoiics 
The next ^ear saw the extension of tins aica to the south cast oi 
Europe The tiade with Russia had c cased tailici but has been 
resumed since the Geiman attack on thit countiy in June 1941 The 
freezing of Japanese assets in India in July 1941 ga^e a blow to Indo- 
Japanese tiadc lelations and, in Bccembei 1941, Japan became an 
enemy countiy The rapid succession of conquests by Japan 'closed 
one aftei anothei important maikcts ioi India in Indo China, 
Thailand, the East Indies, Malaga and Binma The Japanese 
occupation of Buima look away not only one of oiu best customcis 
and suppiieis but also closed the Buima load to China and theicby 
affected Indo-Chinese tiade Taking all these countiies with which 
India can no iongei tiade, it would be no cxaggciation to say, on 
the strength of pie-war figuies, that about half of India’s foieign 
tiade was thus cut off This applies to both cvpoits md impoits 

To this must be added the inevitable shiinkagc caused by the 
inaccessibility of certain neutial countiies like Sweden and Switzerland 
with whom tiade, though not officially stopped, was diastically 1 educed 
owing to their pioximity to enemy aieas Communications weie 
unsafe and the dangei of re exports to the enemy great Thus the 
only^ impoitant countries with which India has, of late, found it 
possible to tiade are the United Kingdom, the United States, Canada, 
Australia and other parts of the British Empire and the Near and 
Middle East countries in Asia and Africa Even here one impoitant 
handicap has been the inci easing difficulty of pioviding enough 
shipping facilities The German U-boat menace in the beginning 
of the war sent up height rates and the cost of insuiancc of goods 
The woisenmg of British political i-elations with Italy m April iqjo 
diveitcd the Indo-Em opean trade to the Capeioute and thus painfully 
emphasized the shoitage of shipping space The Japanese entry into 
the wai m December 19 p made the Pacific loutes unsafe and thus 
affected India’s tiade with the United States, Australia and New 
Zealand 

To the abo\e iactois we must now add anothei Since the war 
started, almost every country wrth which India has trading relations has 
introduced a complicated netwoik oi tiade lestiictions India on her 
part has pursued a similar policy Soon after the declaration of war, 
the Central Government imposed restrictions on the export trade in a 
large variety of articles Trading with enemy countries was prohi- 
bited Steps were also taken to see that supjdies djd not reach the 
enemy by indirect channels and to conserve supplies of all essential 



THE TRADE OF INDIA SOQ 

articles £oi the lequiremcnts of India and the allied coiintiies With 
this object m view an elaborate system ot e\poit restrictions and 
licenses was intioduced ^ Export licenses were issued lor some articles 
by the Department of Supply and for others by the Export Trade 
Conti ollei Restrictions were also imposed on impoits ol as many as 
f)8 items 111 May 1940 with a view to conserving fuieign exchange 
and lessening the pressure on the limited tonnage available Most 
ol these aie luxuiy goods, including commodities of cveiyday use, 
and the icsinctions have incidentally stimulated many small and 
struggling mdusuies to manufacture substitute 01 alternative goods 
All this has meant a considerable dislocation of* our normal channels 
ol tiade^ 

11 the adverse factois noted above had alcne been in operation, 
the lesults would have been disastious There is how^ever a biightei 
side to the shield The preoccupation of the Unit-ud Kingdom and 
othei allied countries with production of wai-inateiial and the diam 
on then min powei have inci eased their demand foi several law mate 
iials foodstuffs and manufactured ai tides Further, their inability 
to pioduce foi export markets and the withdiawal of Euiopean sup 
plies fiom Asiatic and African count! ics have cieated a low pressure 
aiea in the Neai and Middle East with a consecuient mciease in the 
demand foi Indian goods The shoi tage of shipping space has intensi- 
fied the tendency to lely on ncaiei maikets This factoi has also 
affected the trade of the United Kingdom and Ameiican countries with 
the countries on the holders oi the Indian Ocean India has stepped 
into the breach and succeeded in captuime i good poition ol this 
expoit trade 

The net lesult of the operation of the different factois, lavouiable 
and unlavom able, may be seen from the following figuies of India’s 
foreign tiade 


Value of Indians Sea-ho'ine Traded 
{zn CTores of rupees) , 


1 

eni 

1 linpoits of mcichandise 

Expoits of merchandise 

Total 

19^8-9 

163 0 

! 

' 172 4 

1 

1 4 

1939-40 

161 4 

212 Q 

374 3 

1940-1 

i 

187 4 

3626 

1941-2 

134 53 

-42 43 

476 96 

1942-3 

io6 89 

198 83 

30s 73 


^ Foi furthei particulais see Review of the Trade of India (1939-40), Appendix 
^ For some details legardmg the nature and machinery of wai-time controls 
m India, see L C Jam, Indian Economy during the Wai, pp 62-7 

^ See L C Jam, Indian Economy during the War, 54 if Special caution 

II — 14 ^ ^ ^ 
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The slimulatioii oi expoits in 193940, the fust ycai oi the %vai 
was mainly due to laige pui chases niddc b} the allies m the Indian 
maikel In 1940 1, which was the first lull ycai of the wai thcic was 
a consideiable shimkagc of expoits hugely owing to the loss of om 
Em opt an maikcts caused by Geiman occupation of luance, Belgium 
and Holland and by acute shipping scaicity In 19412, expoits 
ieco\cied m value, owing to easiei uanspoit conditions and heaMei 
demand horn the Empne and allied coiinuies espcciall) the USA 
and the Middle East Ihc decline in iiade duiing 1912-3 is mainh 
explained by the loss of Buima and the viitual closing of the P tcilic 
It may, howevei, be noted that the figuits gnen abo\c leflect 
the use in puces since the wai started so that a 1 uc in \alue niav often 
coincide with and conceal a fall m quantity As conipaicd to 1938-9 
the quantum of tiacle declined by 70 pei cent in impoits and 38 pei 
cent in expoits 111 the yeai 1942-3 

§11 Gregoi?y»Meek mission ^ — A notable step taken b) the Govein- 
ment of India to levive the expoit tiade was the deputation in Juh 
1940 of Di T E Gicgoiv and Six David Meek to visit the United 
States of Ameiica on a tiade mission In then Rej^oii which was 
published in Januai) 1911, the auy.iois fiankly admit that it is not 
possible foi India to find in the United States an effective substitute 
inaiket foi the cntneiy of the lost European maikcts- Most oi oui 
foimci iaigc exports to Euio2:)e, notably jute, gioundnnts, cotton^ 
oilcakes, wheat, law hides and skins, cannot be dripped in bulk to the 
United States Ameiica has suiplus cotton of hei own, glows wheat 
and gK^^undnuts, incieasmgly substitutes cotton and papei goods for 
]utc, maniifactuies hei own oilcakes, and tans most of hei own hides 
and skins'' Anothci factoi is the growth of mtci-Ameiican Hade pio- 
inotcd at the Havana PaivAmeiican Gonfeience to oflset Axis ambi- 
tions 111 Sonth Ameiica Many South Amciican law^ mateiials— 
such as Aigentine linseed, giounclnuts, oilcakes and seeds— compete 
directly with India’s .Theie aie only one 01 two bught spots m this 
picture The aimament diivc should incicasc the demand foi pio 
ducts foi Government stock-pile pin poses and foi aimament manii- 
factuies In this connexion manganese 01c and mica aic of pailicuLu 
significance to India Othei ai ticks belonging to this catcgoiy aie 
lubbei, coconut shell char, etc ' 

The Repoit does not suggest that the potentialities of the United 
States as a maiket for Indian goods are confined eithei to munition 

IS necessary m interpreting the above figuies for the following reasons (1) With 
a view to preventing useful information fiom leachmg the enemy, the Go\eui- 
ment have refrained from publishing recent and complete statistics (n) X hr 
figures relate to value only and must be read m the light of the consKleiabU 
changes m prices which have taken place during the war 

^ §§ii~i2 should be read with §§38-9 ^ Rejmrt, pai 67 

’ Times of 9 January 1941 
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law mateiials oi to ceitain staple Indian pioducts On the contraiy, 
the authors of the Repoit attach much impoitance to the cultivation of 
the American consumei-maxket £oi finished and semi-finished goods 
This IS, however, a fickle and strenuous market and calls for vigilance, 
initiative, personal contacts, and publicity campaigns on the part 
of Indian manufacturei s Indeed, the Report rightly obseives that 
publicity must be encouraged even to retain the existing markets, 
paiticuiarly foi ]ute, which has to reckon with increasing competition 
of substitutes 

§12 Export Advisory Council and other measures. — ^The Gregory- 
Meek Repoit makes it abundantly cleai that India must exploie 
non-American markets to compensate £oi the loss of the Continental 
markets We must foi instance seek to expand Indo-Biitish tiade 
as fai as possible and also stimulate om exports to non-Empire 
countries like China, Aiabia, and Ahica To some extent the loss 
ol markets made inaccessible by the wai has been made up by inter 
Imperial tiadc (sec §19 below) and, to a smaliei ^.xtent, by trade 
with a few non-Empiie countiies, eg iiici eased exports of cotton 
piece goods to Aiiica Aiabia, etc In this connexion mention must 
be made oi the Expoit Advisoi^ Council set up in May 1940, with 
the Gorameicc Mcmbei as Chau man, and twenty one other membeis 
representing diffcient tiadcs and industries Its functions can be 
summed up undci four heads , fiist, to take up the discussion o£ 
cxpoit difficulties aiising out of the wai , secondly, to make suggestions 
1 elating to the expansion of the expoits of staples and discoveiy 
of altci native maikets , thiidly, to piomote the expansion of Indian 
manulactmes , and lastly, to discuss facilities which can be affoided 
to unofficial tiade delegations fiom India to countiies oveiseas 

It is obaious that the piocess of finding alternative maikets has 
Its limitations, and attempts must be made side by side to deal with 
the situation cicated by the wai by quickening the industiiabzation 
of the countiy and finding alternative uses jin ordei to inciease the 
internal consumption of law mateiials like cotton and oilseeds which 
have lost foieign maikets The general stimulus given by the wai 
to the industiial development of India, as also the specific efforts 
of the Scientific and Industiial Reseaich Boaid (see ch u) are theic 
foie to be waimiy welcomed 

Ciop-plannmg 01 ciop-iestiiction schemes have been suggested, 
but It is by no means easy to enforce this lemedy in the conditions 
of Indian agriculture Pm chase and stoiage of agricultural staples 
by the Government, both on their own behalf as also on behalf of 
Gieat Britain, of some of the Indian agiicultuial staples on the 
lines of recent purchases of Egyptian cotton and of wool clip in 
New Zealand an 4 South Afiica by the British Government, should 
be of some help 
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TABLE I (Impoits)i 

The following table shows the comparative importance o£ the 
principal ai tides imported into British India in 1939-40 and two 
previous years 


In lakhs of rupees 


Cotton and cotton goods 
Oram, pulse ind flour 
Oils 

Machinery ind ijull-^^ork 
Metals and ores 
'V chicles 

Instruments, apparatus and 
appliances 
A-itificial silk 
Chemicals 

Dyeing and tanning substances 

Paper and pastcboaid 

Sugar 

Wood and timber 

Provisions and oilman stoies 

Drugs and medicines 

Spices 

Plardware 

Liquoi s 

Wool, ^raw and manufactured 
Silk, raw and manufactured 
Rubber manufactures 
Manures 

Fruits and vegetables 
Tobacco 

Paints and painters* materials 

Glass and glasswaie 

Piecious stones and pearls, unset 

Tea chests 

Stationery 

Toilet requisites 

Salt 

Building and engineei ing 
mateuals 

Books, pi mted, etc 
Belting fot machinery 
Arms, ammunition and 
military stores 
Haberdasheiy and millineiy 
Apparel 
Bobbins 

Clocks and watches and paits 
Eaithcnwaie and poicelam 
Toys and requisites foi games 
Vll other articles 

Total value 





Percent ige on 

19378 

1938-9 

1939-40 

totil impoits 
of inerchindisc 




in 19^9-40 

27,08 

22,66 

22,10 

13 37 

12,17 

13.76 

21,81 

13 19 

18,70 

I5.h2 

18,62 

zi 27 


19.0S 

14.67 

8 88 

13.39 

10,87 

10,87 

65b 

8,92 

6 68 

6,87 

4 Ib 

6,13 

5.85 

5.5b 

3 37 

4 .f '7 

2,24 

4.59 

2 78 

3.33 

3.05 

4.52 

- 

3.94 

3 . II 

3,61 

2 iS 

4,15 

3.23 

3.46 

2 09 

19 « 

r 16 

5,32 

^ 01 

2,98 

2,87 

2,70 

I 63 

2,60 

2,48 

2 ,6 j 

1 s<) 

2,36 

2,21 

2,61 

1 5S 

1,83 

2,63 

2,53 

I 54 

3 . 3 t 

2,57 

2,27 

I 37 

2,30 

2,11 

2,19 

I sa’ 

4. IS 

2,82 

2,16 

I 31 

2,80 

1,94 

1,82 

I 10 

1,89 

1,41 

! 1.48 

0 go 

8q 

1.05 

I.2S 

0 76 

1,58 

1 . 30 - 

1,21 

0 74 

8S 

1,05 

1,17 

0 71 

1,02 

89 

1,03 

0 63 

1,52 

1,25 

1,02 

062 

1.24 

i.i*; 

88 : 

0 

72 

90 

83 

0 50 

Si 

67 


^ ^9 

68 

^ 6b 

63 

0 39 

56 

38 

62 

03S 

70 

62 

57 

934 

62 

59 

51 

032 

60 

49 

S 3 

0 32 

1,28 

50 

40 

0 30 

64 

17 

43 

0 26 

68 

48 

38 

0 23 

43 

^8 

38 

0 23 

?;2 

43 

36 

0 22 

48 

39 

36 

0 22 

44 

37 

33 

0 20 

13.62 

10,61:; 

II, 16 

6 76 

173.79 

152,33 

165.27 

*> • 

100 
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TABLE II (Exports)i 

The following table shows the comparative importance of the 
principal articles expoited from Biilish India in 193940 and two 
previous years 

In lakhs of rupees 



19^7 8 

tgj8-c 

t) 39 - 4 Q 

Percentage on 
total expo^t^ 
of merchandiss 
in 1939-40 

fjute, raw 

14,72 

I 3»40 

19,73 

9 70 

\ Jute manufactures 

29,08 

36,26 

48,69 

23 93 

f Cotton, raw nnd waste 

29,77 

34,67 

31,04 

15 26 

\ Cotton manufactures 

9,29 

7,12 

8,58 

4 22 

Tea 

^4.39 

33,29 

26,08 

12 82 

Seeds 

14,19 

15 09 

11,90 

58? 

Leather 

7,25 

5>28 

7,69 

3 78 

Metals and ores 


4 » 9 i 

6,45 

3 17 

Grain, pulse and floui 

9.40 i 

7,74 

5,07 

2 49 

Hides and skins, raw 

S.04 1 

3.85 

4,09 

2 01 

Wool, raw and manufactured 

5 . 7 - i 

3,85 

4,04 

I 99 

Tobacco 

2,00 

2,76 


I 24 

Fruits and vegetables 

2^1 08 1 

2,27 

2,37 

I 16 

Oilcakes fl 

^»43 1 

3y0l 

2,03 

I 00 

Coal and coke 

99 j 


1,93 

0 95 

Lac 

1,62 j 

1,27 

1,89 

0 93 

Mica 

1,48 

1,14 

L 73 

0 84 

Oils 

1,01 

1,03 

L 37 

0 68 

Coir 

1,04 

96 

1,28 

0 63 

Spices 

93 

79 

1,08 

053 ^ 

Rubbei , raw 

84 

72 

94 

0 ^6 

Hemp, raw 

75 

72 

86 

0 42 

Coffee 

55 

75 

73 

0 36 

Dyeing and tanning substances 

67 

59 

71 

0 35 

Provisions and oilman stores 

63 \ 

59 

71 

035 

Fish (excluding canned fish) 

69 i 

09 

70 

034 

Manures 

69 

37 

48 

0 24 

Bristles 

32 

26 

39 

0 19 

Drugs and medicines 

28 

28 

33 

0 16 

Paraffin wax 

51 

3 fi 

. 33 

0 16 

Building and engineering 

<» 




materials other than of iron, 





steel or wood 

18 

15 

31 

0 14 

Bones for manufactunng pui- 





poses 

41 - 

24 

23 

0 u 

Wood and timber 

30 

27 

31 

0 10 

Saltpetre 

II 

II 

17 

0 08 

A.pparel 

16 

13 

15 

0 07 

Fibre for brushes and brooms 

20 

16 

13 

0 07 

Cordage and rope 

9 

8 

II 

0 04 

Sugar 

40 

24 

s 

0 04 

\nimals, living 

9 

8 

s 

0 04 

Silk, raw and manufactured 

7 

4 

8 

0 04 

Fodder, bran and pollards 

9 

9 

5 

0 02 

Tallow, steanne and wax 

4 

3 

3 

0 02 

Horns, tips, etc 

j 4 

2 

I 

0 01 

All other articles 

1 6,15 

5,78 

6,07 

2 qS 

Total * value 

1 180,93 

162,79 

203,44 

100 


^ Review of the Trade of India (i 929 " 4 o)> P ^39 
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§13 Charactenstics of India’s sea-borne trade —We may now piocccd 
to examine the piincipal chaiactcnstics of India s seaborne trade 
Tables I and II above show the compaiativc impoitance of the 
piiiicipal aiticles impoited into and cxpoitcd liom Biitisli India 
1 espectively ^ They also sei ve to illustrate numei ically the oft repeated 
statement that the bulk ol the exports fiom India consist of food stufis 
and law matciials and the bulk ot the iinpous, ol m inulactin cd 
aiticles Wc have aheady explained above how this chaiacteusuc 
of India's picsentday tiade stands in maiked contiast with ha 
foreign tiadc up to the opening decades of the last century and 
also the process of the tiansition fioni the one to the otliei Wc ha\e 
also discussed the question relating to the policy to be followed 
with regal d to the expoit of foodstuffs and law matciials bom the 
country- Similaily, m the pieceding chapteis haidh a single 
oppouumty has been lost of insisting on the dcsiiabilu) of lapid 
industrial development in the country so as gicatly to reduce oin 
piesent dependence on ioieign manuiactmes 

Even long befoie the wai of 1914-18, a slight iiupio\cment in 
this diiection had taken place anejj the pciccniage of txpoils of 
manufactuies to the total expoits had shown i tendency to met ease 
gradually, though the bulk of the expoits, then as now wcie in 
the form ot law mateiials and food stuffs Dming the pciiod coieitd 
by the war of 1914-18, this percentage showed an appieciabie mciease 
which ^ howevei was not fully maintained m the post-wai yeais 
The present wai, by acceleiating the mdustiialization of the counuy, 
has consideiabl) stiengthened the tendency foi the peicentage of 
exports of manufactuies to total expoits to inCiCase 

Anothei characteristic of India’s ioieign tiade is that while the 
imports consist of a wide range of articles, the expoit trade is 
restiicted to a compaialively lew gieai staples like law cotton, 
jiiie, oil-seeds and food grams ^ 

The third noteworthy feature is that Gicat Britain holds a 
predominant position in our foieign tiade, especially on the mipoii 
side (see §§16-20 below) On the expoit side while she is the 
most impoitant single customei, the aggiegate of that trade is more 
evenly divided between a number of countries Lastly India’s foreign 
trade normally shows an excess of expoi ts ovei imports, i e a favoui 
able balance of ti adt (See §25 below ) 

In spite of some improvement, howevei, it is cleai that the 

As those Tables are intended to illustrate the normal charactei istics of India's 
overseas tiadc, the year chosen is that closest to the outbreak of the war 
Later figures, being affected in a more pronounced fashion by abnormal conditions, 
would have been out of place under this section * 

® See V0I I, ch ’ * 
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salient leatuies of the tiade of India lemain essentially as descubcd 
above 

^14 Broad analysis of imports and exports (1938-9 and 1939-40) 

( 1 ) Imports —It will be seen iiom luble I above that cotton and 
cotton goods still hold the place ol honoiii on the import side 
Next in importance to the impoits ot cotton and cotton manuiactines 
are giam, pulse and floiu , oils, mdcliineiy and millwoih, and 
metals and oies With the sepaiation ol Biuma India has become 
a 1 ice-im230i ting country lathei than an cxpoitmg one, and this paiLly 
explains the gieatly inci eased mipoitance of the item ol giain, pulse 
and flour in the impoii list Tlie same lactoi explains ihc impoitant 
position held by oils in India's impoit tiade Buima also supplied 
a large quantity of inotoi sj^nit to India which aitei the sepaiation 
began to appeal on the import side The lelative impoitance of the 
lemaining ai tides of import can easily be seen by lefeiiing to Table 1 
abo\e 

(ii) Exports — On the expoit side, as Table 11 above shows, jute and 
cotton aie the most impoitant commodities 

The next most impoitant c\iticle m oiu cxpoit tiade is cotton 
Tea , seeds , leathei , metals and oies , giain, pulse and iioui , 
law hides and skins, wool law and manufactured, tobacco, fruits, 
and vegetables , oilcakes— follow in oi dci of impoi tance The i cmain- 
ing ai tides in the list aie comparatively unimpoitant as each one 
of them accounts foi less than i per cent of the total exports ^ 

War-time changes in composition —The following table bioadly 
indicates the changes in the composition of om trade during the 
piesent war — 

Composition of India's Wa) time Tiade^ 

(Value in o'} ores of nipees) 



SLPTFMBrR TO AUGUST 


1938-9 1 

t 

I 9 i 9 4 ^ I 

I 

I 940- I j 

1941-2 

I94--3 

l^xpojii> 






Food“Stuffs 

36 2 

383 

47 3 

56 0 

409 

Riw materials 

808 

82 4 

58 b 

57 2 

42 9 

Manufactures 

52 5 

90 2 

786 

III 3 

9 ^ - 

Impoits 





76 

F ood-stuffs 

31 3 

3^ 3 

36 t 

16 3 

Raw materials 

324 

40 0 

470 

44 7 

SI 8 

Manufactures 

96 9 

88 3 

too 4 

71 8 

49 4 


^ See L C Jam, op cit , pp 57-9 
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The iiiost inteiesting indication given by the abo\e figmes is 
that law mateiials are appaiently losing then usual pi edominancc 
in India's cxpoit trade In the year 19389 (ic, the ycai pieccding 
the outbicak of the wai), laiv mateiials fanned about 50 pci cent 
ol the total expoits wheicas in the year 1942-3 they aie about 2 ^ per 
cent The gi owing piopoition of inanuf actui es in oui exports is 
ob\ious horn the figures Similaily manutactmes appeal to be 
figui mg less and less piominently among oui impoits while the 
piopoition ol law mateiials impoitcd seems to be on the mcicasc 
This IS laigely accounted foi by heavier impoiis of Egyptian cotton 
and raw wool foi the pioduction of finei eaiieties of cloth and to a 
smallei extent by impoits of dyes and coloms and oils The fall in 
the impoits of manuf actui es (and machiner)) is due to the pie 
occupation of oui noimal suppliers with wai pioduction, the shoitage 
and dilBcult) of shipping and the consereation ol foieign exchange 
by the Go\ eminent foi the pm chase of essential wai goods The 
inciease m the expoit of manufactm cs from India is due mainly to 
the difficulty expciienccd by the countiies in the Middle East in 
obtaining their supplies liom Western countiies who aie unable to 
expoit to these countiies foi the s^mc reason that they aic unable 
to expoit to us India lias taken advantage of the gap thus created 
This has no doubt meant a definite stimulus to industi lalization in 
India In oidei that these gams should be permanent we shall need 
to puisne a suitable policy of piolection after the wai with foresight 
and vigoui To retain the advantage we have obtained in foreign 
maikeis by the tempoiaiy elimination of iivals oui industries will 
have to make rapid strides in efficiency and salesmanship We must 
furthei not allow ourselves to be unduly buoyed up by oui pi esent 
progress in mdustiiahzation We must lemember that om founda- 
tions will remain mseeme so long as we leniain without a satisfactoiy 
development of heavy industiies 

The 1 eduction dm mg wai time m the expoits of law materials 
was not due so much to their increased use in the country itself 
foi the growing industries as to the inevitable closing of our most 
impoitant foreign maikcts and this has caused much distress among 
our agriculturists 

The met ease in the expoit of foodstuffs and deciease in their 
impoits can by no means be regarded as a welcome featuie in vieiv 
of the general food scaicity in the countiy 

The total pictuie of wai time development in our trade which 
thus emeiges is one of sobei optimism, 01 even of gloom, only 
moderately , relieved by a certain halting and artificial advance in 
mdustxiahzation 

§16 The direction of India’s trade —The table •‘on p 218 shows 
the percentage shares of foreign countries in India's total trade and 
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selves to bung out the effect o£ the sepaiation of Burma on the 
distribution of India’s oveiseas trade 

These figuies show that on the import side the United Kingdom, 
and Europe generally, dominate tl e situation, especially bcloie the 
war of 1914-18 , while a featuie of the distribution of the export 
tiade has always been the laige number of countnes participating 
in It, though the United Kingdom is still the biggest single customei 
£01 Indian exports The causes of the piedominancc of the United 
Kingdom m India’s trade have already been indicated, as also the 
successful attempts made by Geimany and Japan to establish direct 
trade relations with India in the peiiod befoie the war of 1914 18 
and by the United States dm mg and since that wai We may now 
discuss the pimcipal tendencies legaiding the diiection of India’s 
tiade as levealed by the above figuies, befoie, dm mg and aftci the wai 
of 1914-18 

§17 Distnfou^on of India’s trade before 1914 — Duimg the penod 
before the wai of 1914-18, theie was a tendency foi both the impoit 
and export tiade to be diverted from the United Kingdom to othei 
countries As regards the distiibution of imf)oits, the United 
Kingdom supplied at the close df the last century as much as 69 
pel cent of the Indian impoits The share of Geimany was only 
2 4 per cent and that of the United Slates 1 7 per cent, Japan being 
nowheie with hei o 6 pei cent By 1913-14 we notice that a remaik- 
able change had taken place While the shaie of the United Kingdom 
had come down to 64 1 pei cent, the Geiman shaic had inci eased 
to 6 9 jDer cent and those of Japan and the United States to 2 6 
pel cent each Thus Germany occupied the second place next to the 
United Kingdom m 1913-14 The increase m the trade with Germany 
was attributed paitly to the special technical skill which she had deve- 
loped in certain lines, paiLly to the displacement of the expensive Bii- 
tish goods by cheapei substitutes moie readily absoibed by the Indian 
bazaais and paitly to the careful study which \he Germans devoted 
to the needs and tastes of Indian customei s The shaic of Belgium, 
which supplied 3 9 per cent of the imports in 1903-4, was reduced to 
2 3 per cent, while Java on account of hei increased exports of 
sugar to India shot ahead and occupied the thud place, contiibutmg 
5 8 per cent of the total imports m 1913-14 

The expoit tiade showed a similai tendency towaids diveision 
from the United Kingdom in the period before the war of 1914-18 
At the beginning of the piesent century, roughly speaking 29 pei 
cent of the expoits went to the United Kingdom, 25 pci cent to 
continental Euiopc, 24 pei cent to the Eai East and 7 pei cent to 
the United States and the remaining 15 per cent to othei countries 
By 1914 fhe United Kingdom’s share was 1 educed to 24 pei cent, 
that of continental Em ope lose to 29 per cent, the Eai East took 
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only 17 pei cent, owing to the fall in the cxpoits of opium and 
yarn, the share of the United States rose to 9 pei cent, and that 
of othei coiintiies to 21 pci cent It will thus be seen that during 
this period continental Euiopc gamed what the United Kingdom 
lost The loss in the cistern maikct was made good by the gam 
m those oi othci inmoi couniiics Tuinnig to individual countiics 
we find that, ajiait lioni the United Kingdom which was the biggest 
mdividual buyei ol Indian goods, Germany which was thud m the 
list m 1900 lose to the second place in 191]. Japan showed a siniilai 
improvement m hei buying capacity, and ad\anced liom the sixth 
place to the thud as a buyei of Indian goods China, on the othei 
hand, lost the second place which she had occupied m 1900 and ranked 
sixth in 1914 ^ 

^18 Distribution of India's trade during the war period ( 1914 - 18 ) — 
During the peiiod co\cied by the wai of 1914-18, while the pre-wai 
iendency of the impoit tiadc to move away horn the United King- 
dom gained in stiength, the United Kingdom lost imthei gioiind 
111 the Indian market owing to hei pi eoccujiation with the wai the 
contiol of the Home Government on her cxpoits and the rcstiic 
ti\e effects ot high pi ices And h®r share in the imj^oit trade came 
down from 64 1 pci cent in 1913-14 to 45 5 pei cent m 1918-19 
Taking the whole wai peiiod, hex share declined horn the pre war ave- 
lage of 62 8 pel cent to the wai aveiage ol 56 15 pei cent This, 
loupled With Gei many’s exit horn the Indian maiket, cieated a gap 
in the impoil tiadc, a poition of which was lapidly filled up by J^pan 
and the United States lion and steel and haidwaie previously sup- 
plied by the United Kingdom had now to be impoiied fiom these 
countries , while glassware, cotton piece goods, papci , etc , had to 
be imported fiom Japan, and dye-stuff«’ fiom the United States Both 
these countiies made special efforts to study the lequirements of 
the Indian maiket as Germany had done in the pie-wai peiiod, and 
extended then commeicial oigani^ation in the eountiy, which in the 
case of Japan included the establishment of retail stoies in the prin- 
cipal Indian towns The Japanese exchange banks in India also 
extended special financial facilities to the impoiters 

On the expoit side, the tendency was foi a tempoiaiy rcveision 
oi the trade to the United Kingdom and the Biitish Empire as a 
lesult of the war-time purchases and special measuies taken to 
facilitate them, including lestiictions on tiadc with neutral countries 
and the grant of ciedii facilities to some of the Dominions All this 
%vas reflected in an inciease in the share of the United Kingdom in 
the export trade fiom 23 4 pet* cent in 1913-14 to 29 2 pei cent 
in 1918-ig The shaies of the United Kingdom and the British 

Empire as»a whol^ increased fiom the pre-wai aveiage of 25 1 

« 

^ See R M Joshi huhan E\poit Tiade pp it;9 60 
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per cent and 41 1 pti cent to 31 1 pei cent and 51 7 pei cent 
(war average) respectively Gei many of course disappeared al- 
together as a buyer from the Indian maiLet The shares of France 
and Belgium weie also reduced on account of the occupation of 
their tenitoiies by Germany Japan and the United States, on 
the other hand, increased their shaie fiom 9 2 pei cent and 8 9 
per cent in 1913-14 to 12 1 and 13 8 pci cent ics2>ectively in 1918-19 
This increase was due to seveial factois, such as the piivileged 
position held by these two countries as allies who, moreover, we^^ 
lemoved far away fioin the theatics of wai , then increased expoit 
iiade with India establishing ci edits £01 them, and the conscious 
effoits made by both to develop direct tiadmg lelations with India 
Theie was also a general 1 eduction m the demand for Indian 
produce for noiraal industiial activity elsewhere Thus, on the 
whole, during the war peiiod (1914 i8) India had to sell hei produce 
in a restricted maiket, and, though she leccived highei prices for 
it than befoic the wai, the jnices she had to pay for her imports 
were far highei 

^19 Tendencies of India's foreign trade after the war of 1914-18 
Aftei a tempoiary and paitial r<5co\eiy on the impoit side in the 
early post-wai peiiod, the United Kingdom again expeiienced a 
setback, and the progressive decrease in its share in import trade 
was accentuated, especially in 1930 1 and 1931 2, by the jiohtical 
situation in India In the latter year her share declined to 35 5 
percent The United Kingdom had again to experience the competi 
tion of foieign countries such as Germany, Japan, and the United 
States m the Indian maiket The growing industrialization of India 
also contributed to this result Anothei explanation of the setback 
to the impoi t trade of Qi eat Britain with India may be found in the 
fact that until 19367 Great Biitam bought much less from, than she 
sold to, India, whereas Japan, Germany and the United States usually 
bought more heavily from India an^ thus weic enabled to sell much 
Between X932-3 and 1933-4 theie was an impio\ement in the jiiosition 
of Great Britain, her share having iisen to 41 7 per cent m 1933-4 
owing largely to her favourable position in the Indian market imdei 
the Ottawa pieferences mtioduced with eftect from 1 Januaiy 1933 
The percentage shaxe of the United Kingdom has been steadily on 
the decline in recent yeais being 38 4 in 19367, 30 m 1938-9 and 
only 252 m 1939-40 

Japan and the United States naiuially lost pait of the ground 
captuied by them during the war of 1914-18, Japan receiving a 
special setback owing to the commercial crisis of 1920-1 Another 
cause which affected the impoits fiom both countries was the re- 
appeaiance of old rivals and the restoration of mo?e noimahconditions 

r 

See also Vcia Anstey, Trade of the Indian Ocean, pp 74-9 
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ot competition in the Indian markets Japan iiici eased hei share 
during the yeais 19334 to 19367 The piopomon received from 
Japan showed decreases in 1937-8 and 1938 g, owing mainly to hei 
preoccupation with the war in China The shaie of Geimany, during 
the post-war ycais, especially aftei 1922-3, showed a remaikabie 
recovery 

On the export side theie was a definite tendency towards diversion, 
as was to be expected aftei the wai of 1914-18, away from the 
United Kingdom as shown by the decline in her share fiom the 
war average of 31 1 pei cent to the post-war average of 34 2 per cent 
There was a gradual rise however, and the shaie of the United 
Kingdom in the export trade improved considerably aftei 1928 
It increased from 21 4 per cent in 19289 to 32 2 per cent m 
1936' 7 and 34 3 pei cent in 1938-g Indeed, the usual excess of 
imports over expoits in the case of the United Kingdom was trans 
formed in the yeai 19367 into a favoiuable balance of Rs 18 crores 
Japan showed a striking impiovenient in hei relative position in 
the export trade, her peicentage share advancing from 7 2 to 15 7 
per cent in 1934-5 due to the laige shipments to that countiy of 
raw cotton, metals and ores, gunny bags and shellac In latei years 
India tended to expoit less and less to Japan whose tiade was largely 
regulated by exchange control Hei shaie in 1939-40 amounted to 
only 6 9 per cent 

To sum up the geneial trend of the developments of India s foreign 
tiade during the peiiod aftei the wai of 1914 18, the pie-war tendency 
of a diversion of both the export and the impoit trade from the 
United Kingdom rc-asserted itself more foicibly than evei, cspcciall) 
on the side of impoits, until 1931-2 After that, theic was lecovery 
in her shaie especially in the expoit trade of India Japan and the 
United States became the most foimidable eompetitois of England 
m the Indian maiket Geimany had almost icgained hei foimer 
position in respect of impoits befpre the dcciax’ation of the present 
war All these nations commanded an excellent commercial oigani- 
zation for pushing their tiade with India, and in this respect 
they had stolen a march upon the United Kingdom The Ottawa 
preferences, intioduced at the beginning of the yeai 1933, to some 
extent helped her to recover her position m India's foreign trade 
^20 Direction of trade in commodities Tables II and III below 
indicate the dnection and variations of India’s tiade in some of 
the more impoitani commodities on the impoit and export side 
lespectively The main featuies legardmg the direction of India's 
tiade, most of which are clearly levealed by these tables, may be 
thus summed up — • 

(1) Imf^orts^lt will be observed from Table II that the United 
Kingdom is threatened with competition in almbsi every line, in- 
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eluding those which have hitheito been regarded as piepondciat- 
mgly Biitish Though the United Kingdom is still the piiiicipal 
siipphei o£ cotton manufactures to India, hci shaie steadily decreased 
fiom 71 3 pel cent in 19289 to 32 1 pci cent in 193940, as against 
90 1 per cent in 1913-14. and that of Japan incieased fioin 18 3 
pel cent in 1928-q, to 55 o pei cent during the same period as 
against 1 8 pci cent in i 93 3’-i4 In aitificial silk, Japan dominated 
the supplies, her shaic being 83 per cent in 1939--40 as compaied 
With 66 pel cent in 19389 The pai ticipation oi Italy dropped 
to 12 pel cent horn 25 pei cent in the pieceding yeai The United 
Kingdom lost giounci diiiing the yeais following the wai of 1914 18 
111 the supply of iron and steel, machinery and haidwaare to the 
United States, Geimany, Belgium and e\en Japan, though she 
leinained the laigest single supplier especially of non and steel, 
and machineiy ^ ' 

Buima had a piedominant shaie in the supplies of mmeial oiK 
and was responsible for 48 per cent of the total impoits m i939“4o 
against 52 pei cent in the pieccding year Thcie were also deci cases 
m the supplies fi om Iran, and those fi om the USSR wci c pi actically 
stopped, while the Bahiein Islands, the United States and Borneo 
and Sumatia inci cased then shares In motoi vehicles the United 
kingdom lost about 7 pei cent, but the USA and Canada 
impioved then position fiom 39 and 13 pci cent to 48 and 18 per 
cent lespcctively The shaics of Geimany and Italy lecoided declines 
^ (11) Exports— On the expoit side, the United Kingdom is by 
fai the laigest single customei ioi Indian tea, and took 87 4 pei cent 
of the total expoits in 19389, Canada’s shaie improved fiom 4 2 
pci cent in 19389 to 7 o pei cent m 1939-40 DiiectMiade in tea 
with the USSR is nov, insignificant, though Russia absorbed 1 1 
pci cent of the total expoits of tea in 1913 Raw jute went mainly to 
the United Kingdom, Fiance, and the United States, while Germany, 
Belgium and Italy paiticipated to,, a lesser extent m this tiadc In 
the case of ]ute manufactmes, Ameiica was the pnncipal outlet 
until 1938-9, but hci lelative shaie fell from 26 4 m 19389 to 22 8 
pei cent in 193940, while that of the United Kingdom increased 
fiom lo 4 per cent to 2 1 9 per cent The shaic of Aigentina declined 
from 10 2 to 6 5 Theie were slight vaiiations in the shares of 
Australia and Java Canada, the Union of South Africa and Japan 
are other customei s foi Indian -jute manufactmes In raw cotton 
Japan was the heaviest buyei and accounted for 36 pei cent of the 
total value of the expoits m 1939-40 as against 47 per cent m 1938 9, 
while the share of China advanced from 7 pei cent to 22 pei cent The 
share of the United Kingdom was 14 9 pei cent in 1938-9 In food 
giams, Ceylon was^ the best customer for Indian rice, accounted 
foi 19 3 per cent of the total value of food grains exported in 1938-9 
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The United Kingdom, Stiaits Settlements, China, Ii an, Aiabia, and 
Asiatic Turkey weie othei laige customeis £01 Indian food giains 
In oil-seeds, France used to take more gioundnuts horn India than 
any othei countiy The United Kingdom, Germany, Italy, and 
the Nethei lands weie othei piiiicipal countiies 'which imported oil- 
seeds from India In hides and skins the United Kingdom and the 
United States weie the laigest buyeis 

s21 Indo=Burma trade — Prioi to Apiil 1937, Indo-Buima uadc 
was tieated as coasting ti ade (see §35 below) With the sepaiation 
ol the two coimtiies fiom 1 Apiil 1937, the trade of the one with 
the othei began to be treated as foieign tiade The tiade relations 
between the two countiies weie, until the conclusion of the Tiade 
Agieement (Apiil 19 p) go\cincd by the India and Biiima (Tiade 
Regulation) Ordei, 1937 The aggiegate value of the tiade between 
the countiies duiing 1939 40 amounted to Rs 44,85 lakhs as conipaied 
with Rs 35,45 lakhs in 19389 India’s piincipal impoits liom 
Buima consisted of iicc (Rs 1665 lakhs), xnineial oils (Rs 7,91 
lakhs) and teak wood (Rs 1,95 lakhs) These togethei lepiesentcd 
87 per cent of the total impoits from Burma in 193940 Imports 
ol vegetables i\eic valued at Rs 3^ lakhs 

On the e\23oit side, cotton and jute manufactmes were the most 
important items, which taken togethei accounted foi Rs 5,92 lakhs 
01 48 pci cent of the total expoits of Indian merchandise (Rs 12,30 
lakhs) to Buima in 1939-40 Among othei items ol expoits to Burma 
mention ma’^ be made ol non and steel (Rs 88 lakhs) , tea (R^ 21 
lakhs) , and sugai (Rs 2 lakhs) 

‘^22 Changes m direction of trade during the present war ^—The 
table on 226 brings out the mam changes caused bv the wai in the 
direction oi India’s foicign trade 

Foi obvious icasons the tiade with the Euiopcan continent has 
piactically ceased The expoit ol manulactiu ed goods has inci eased 
and that of law mateiials has deceased » 

The position of the United Kingdom in the impoi t ti ade of India 
which had been gradually detei lorating since the turn of the j>iesent 
centiuy has w^cakened fnithei during the i^reseni wai Impoits fiom 
the U K ha\e fallen fiom Rs 46 5 croies m 1938-9 to Rs 29 53 
cioies in 1942 3 ^ 

The value of expoits to the United Kingdom has been moie 
than maintained 

The lesult is a leveisal of India’s position as 1 eg aids hci balance 
of tiade with the United Kingdom Befoie the wai India imported 
moie from than she exported to the United Kingdom Now howevei 
the balance of tiade is more and moie in India’s favoni In fact 

^ L C Jam, Indian Economy dimnc^ iho Fa?,-»pp 5^-63 
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^ Revtew of the Trade of India (19^6-7), pp 131-3 and (1939-40), pp 171-3 Figures for 1913-14 lelate to imports into India 
Burma Those foi 1939-40 exclude Burma “ Figures foi 1913-14 i^^t a\aihble 

® Includes Luxemburg in the case of impoits of iron and steel, machinery and hardwaie 
* Includes the Straits Settlements and otliei islands 
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It IS much giealei than is appaient fiom the above figuies, li account 
IS taken of the large war-time purchases which the Biitish Government 
IS making in India and which are excluded fiom the official expoit 

{In aoies of rupees) 



U K 

British 
Empiie j 

European 
coLinti les 
other than 
U K 

japan 

ESA 

Exports 

SS 5 

1 

8c; 4 

! 
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146 

ii 9 

Imports , 

4^5 S 

88 6 

26 9 

15 4 

9 8 

Balance 

+9 0 

-3 2 

4-2 7 

— 0 S 

+ 4 1 
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Exports 

72 s 

114 I 

21 6 

14 0 

^4 1 

Imports 

41 b 

93 i 

19 5 

19 3 

II 9 
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4-309 

4-21 0 

4-2 I 

— 5 5 

4-12 5 

1940-1 — 


116 6 




Exports 

64 9 

64 

9 0 

2 

Imports 

35 9 

hq 7 

47 

21 5 

27 0 

Balance 

-1-29 0 

4-26 9 

4*1 7 

-12 

— I I 

1941-2 — 

Exports ! 

768s 

m 

148 q^ 

(«) 

II 78 

49 59 

Impoi Is 

SC 59 

105 6, 

4 59 

34 61 

Balance 

-i;40 2 (> 

4-43 32 


4*7 19 

4-11 9& 

1942-3— 






F xports 

^7 o-t 

125 86 ' 


{«) 

27 79 

Impel ts 

1 29 53 

61 32 


2 Si 

ig 01 

Balance 

! +27 81 

i 

4-64 54 


~28| 

4-878 


figuics This uniDiecedented favoiiiable balance of tiade with 
England has enabled India (i) to dischaige hei cmient obligation 
in England by diiect exports, (ii) to icpatiiate India’s steilmg 
debt and thus to i educe the volume of India’s obligations in England 
and (in) to accumulate laigc steilmg balances held in London in 
the name of the Reseive Bank of India 

^23 Entrepot (re-exports) trade of India --^Thc enticpot tiade of 
a countiy consists of the i e-exports of ai tides pieviously impoited, 
the countiy in question seiving meiely as a convenient distiibuting 
centre Fiom \ery caily times India has had a ccitain amount of 
entiepot tiade, puncipaily by reason of liei geogiaphical situation 
Being situated in the centic of the Eastern hemispheie she is a 
comenient haitmg-place loi the tiade between the Fai East and 
the West Thus m the old times, ' this section of trade consisted 
chiefly of the impoit of silk goods and poicclain from China, peails 
from Ceylon, piecious stones and spices fiom the islands of the 

(a) Figuies not a\ailable and m any case will be insignificant 
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Eastern Archipelago—all £oi purposes o£ re-export to countiies o£ 
the west, Venetian glass and the like from countiies of the west 
to be re-exported to the east ' ^ In more lecent times India's entrepot 
tiade was seen steadily to expand till a shoit while ago, showing 
an increase £rom Rs 5 80 cioies m 1882-3 to Rs 18 04 crores in 
3 920 1 Since the lattei year, however, it has fallen, and amounted 
to Rs 131^ croics m 19245, Rs 101/2 croies in 19256, Rs 914 crores 
in 1927-8, Rs 7 cioies in 192930, Rs 4 65 cioies in 1931-2, and 
Rs 3 22 croies in 19323 In 19334 the reexpoii trade m foreign 
merchandise improved slightly from Rs 3 22 crores to Rs 3 42 
Cl ores The yeais 19345 ^935^ saw a furthei expansion, the 

value of re-expoits having iisen to Rs 3 55 cioies and Rs 3 76 cioies 
ifcspectively It showed a noticeable increase in the yeai 1937-8 
when it amounted to Rs 8 28 ciores It once again declined to 
Rs 6 42 crores in 1938 9 but advanced to Rs 9 64 crores in 1939- 
40 There weie furthei advances to Rs 11 81 cioies in 19401 and 
Rs 15 33 ciores m 1941 2 The percentage shares of the principal 
countries in the le-expoit tiadc of India in the yeai 1941-2 weic 
as follows —United States 48 pel cent , Buima 8 pei cent , Aden 
and Dependencies 6 pei cent, ^and Arabia 5 pei cent Anglo- 
Egyptian Sudan, Iiaq and Egypt 4 per cent each, and Ceylon 3 per 
cent The bulk of the le export tiade passed through Bombay and 
Sind, which accounted for 43 pei cent and 45 pei cent respectively, 
Bengal coming next with 1 1 pei cent only 

The re expoit trade is mainly in manufactured ai tides impoited 
fioin the Western countries, especially cotton textiles which aie 
taken by Iran, Muscat and East Afiica The principal articles 
expoited to Western countiies are law skins and wool A certain 
amount of fur skins fiom Iian are exported fiom Bombay, which 
also re-exports peails pieviously impoited from the Bahiein Islands, 
Muscat, etc 

Though India will always act as a distiibutuag centre to a certain 
extent particularly foi those Asiatic countiies which have no seaboard 
of their own and to which the Indian ports afford the nearest 
approach foi maintaining trade relations with othei countries, the 
piospects of the entrepot tiade of India aic not blight in view of the 
glowing tendency towaids the establishment of dnect trade lelations 
among the vaiious countries, lessening then dependence on India 
as an entrepot 

?24 Balance of trade / — A laige suiplus of expoiis ovci impoiis of 
piivate merchandise used to be a noimal and much-noticed featuie 
of India's foieign tiade Occasionally India has experienced what 
IS called an adverse balance of tiade, that is to say, theie has been 
an excess jjf imports of meichandise ovei cxpoits, foi example in 

^ K T Shall, Trade, Tanffs and T'iansport m India, p 92 



INDIAN ECONOMICS 


2^8 

the yeais 1920-1 and 1921-2 (see §6 above) The normal excess oi 
expoits over imports (the so called favoiuable balance of trade) 
was liquidated partly by importation of precious metals—gold and 
silvei— and paitly by payment of interest and otliei Home Chaiges^ 
which may be desenbed as India's invisible imports (see §25 below) 
India’s aveiage credit balance in merchandise was Rs 78 crores in 
the five prewar yeais, 1909-10 to 1913 14, Rs 76 crores during the 
five war years, and Rs 53 crores during the five postwar years ending 
1923-4 Dming the next quinquennium ending 19289 the aveiage 
lose to Rs 1,13 croies, but it dropped to the low figuie of Rs 43 
cioies dining the five years ending 1933-4 The year 19323 was the 
least iavouiable, the credit balance dropping to a little over Rs 3 
cioies In 19334 the balance m favoui of India lose to Rs 35 
croies But the following year (1934-5) saw a detei loration of the 
position, the balance dropping to Rs 23I/2 ciores In 1935-6 it rose 
to Rs 30!/^ crores and m the following yeai (1936 7) was more than 
doubled, being Rs 77^ crores In 19378 the suipius of India’s 
(excluding Burma) expoits ovei impoits oi pnvate merchandise 
declined to Rs 16 ciores as compaied with Rs 51 crores in the preced- 
ing year The figures foi India including Buima weie respectively 
Rs 43 crores and 77% ciores The decline was due to the deciease m 
exports accompanied by increase in inipoits The greater decline 
m impoits than m expoits in 1938-9 under the influence of the 
‘recession*, which also affected the tiade position in 1937-8, resulted 
in betteiment of the trade balance, which stood at about Rs 17I/2 
crores as compaied with Rs 16 crores in the previous year The 
tiade balance position substantially improved m the year 1939-40, 
when mainly as a lesult of the wai there was an increase of Rs 44 
cioies in expoits as against an increase of Rs 13 crores in imports 
Thus the suiplus of expoits over impoits was ncaily Rs 48 croies 
as compaied with about Rs 1 ^ 1 / 2 , ciores m 19389 In 1941-2, it 
was Rs 107 9 cioics and in 1942-3, Rs 91 94 cioies As we have 
already stated, these figuies do not take into account the war purchases 
of His Majesty’s Government in India The actual position is much 
moie favoui able than is levealed by these figuies 

The trade depression of 1929 33, the lestiictions on the free move- 
ment of goods, the changes in the volume and chaiactei of international 
tiade, and the business lecession of 1937-8 had an adverse influence on 
India’s balance of uade The separation of Emma from British 
India fiom 1937-8 also reduced the favoiuable trade balance of India 
While m Itself a low ciedit balance need not have caused peiturbation, 
the matter was of significance m the case of India, which had large 
ovciseas obligations to meet The alleviating circumstance in this 
connexion has been the exports of gold from India which first came 
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into evidence in 1931 ^ The change in India’s position Iiom a 
gold importing country to a gold-exporting countiy has been one 
of the most important factoi s affecting hei international ti ade account 
The normal absorption ol the piecious metals was first checked in 
1931 2-, when there was a net export of gold to the value ot Rs 58 
a ores In 193^2-3 and 1933-1 weie net exports to the value of 
Rs 6 ^ 1/2 and Rs 57 ciores lespcctively In 1934-5 the net exports 
amounted m value to Rs 52^/2 crores The expoits of gold declined 
to Rs 37 i|3 m 1935-6, to Rs 28 crores in 19367, Rs 16 i|3 ciores- 
m 19378, and Rs 13 crores in 1938-9 It will be seen that with 
an increase in the favourable balance of trade in merchandise theie 
was a contraction in the export of gold In the yeai 1939 40, however, 
the net expoits of gold increased to Rs 34 2|3 ciores, although the 
trade balance showed an improvement This was due mainly to the 
sharp increase in the world pi ice of gold owing to conditions cieated 

the war In the same year the net imports of silvci lose from 
Rs 1 75 crores in 19389 to Rs 4 74 croics in 1939-40 The visible 
balance of trade, as measmed by statistics of piivate merchandise 
ind tieasure, was in favour of India to the extent of Rs 79 croies 
in 1939-40 as compaicd with Rs 29 croies m 1938 9 and Rs 30 
croies m 1937-8 The total value of gold expoited fiom India, since 
England went off the gold standard on 20 Septembei 1931* amounted 
to Rs 351 40 ciores at the end of December 1939^ 

''25 Credit and debit items m India’s balance sheet— In a proper 
balance of accounts of payments there must be an exact equivafence 
between exports and imports, and this will be seen to be established, 
if we could take into account not only the visible items, that is to 
say those items which are lecoided in the customs returns or in 
other published statistics, but also the invisible items, that is to say 
those items which are not thus recorded We shall now considei 
what Items have to be taken into account foi a cpmplete international 
balance sheet and how India stands with legard to each of them ® 

(1) Imports and exports of meichandise Under this head, as 
we have already seen, India is a creditoi counti} (11) With regard 
to treasure, however, India until recently (1930 1) used to import 
more than she expoited and therefoic she was a debtoi on this 
account Since 1931-2, as pointed out above, the situation has 
been reversed and she has been expoiting iaige amounts of gold, 
which makes her a cieditoi on this account (111) Loans offered 
or received from abroad While a loan is being earned out, the 
nation which contracts the debt is the cieditoi and the nation 

^ This unusual phenomenon ol the large exports of gold in lecent years is 
examined inw^apter viii, 

- Figures since 1 Januaiy X940 are not available ** 

’ See Monson, The Economic Tianntton in ch vm 
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which advances the loan is the debtor Undei this head India 
was until lecently a creditor country as she was raising large 
loans m England fiom time to time (iv) The annual interest on 
capital already invested has the opposite effect, making the borrow- 
ing countiy a debtoi and the lending countiy the ci editor, and in 
so far as India has to make annual remittances of interest on the 
loans she has contracted she is a debtor undei this head (v) The 
lepayment of the loan itself also makes the boi lowing country the 
debtoi and the lending country the cieditoi And as India is 


Credit 


X Exports of merchandise i 

2 Loans laised abroad 2 


Debit 


Impoits ot ti ensure ^ 

Interest on loans raised abroad 


3 Remittances by foreigners to India 
foi the support of schools and missions 
and foi the lelief of famines and other 
charitable purposes 

4 Tourists’ expenses 


3 Repayments of loans previously 
incurred 

4 Remittances abroad by Europe in 
jnerchants, lawyeis, Government offices, 
etc 

5 Profits of foreign banks and insui- 
ance companies and freight charges paid 
to foreign shipping companies 

6 Expendituie on Government account 
abroad in connexion with furlough pay, 
pensions, stores, bullion, etc , pur- 
chased for the Government of Imin 
(Home Charges) 

7 Remittances to Indian students 
abroad 


constantly paying off, portions of hei foreign debt in addition to 
paying the interest year after year, ^she is undei this head a debtoi 
country The lepayment of the loan may take the iorm of Indians 
purchasing the rupee paper held m England 01 of conversion of 
steiling debt into lupee debt, thus bringing the debt home^ The 
effect of this is the same, that India's foreign obligations are lessened 
so far (vi) The earnings of Indians living abroad and of foreigners 
lesiding in India, so far as they are 1 emitted in each case to then 
native country by the parties concerned In the former case India 
IS a creditor and in the lattei she is a debtor But on the whole, 

Since 1931-2, as already explained, India has become a creditor countiy 
with regard to transactions in treat^ure, and the item ‘Expoits of treasure’ 
should be included on the credit side of her account ,, 

The recent repatriation of India’s sterlmg debt has fundamentally altered her 
position in respect of her foreign loans See ch xi 
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imdei this head India is a debtor The lemittances abioad oi 
Euiopcan mei chants and businessmen, bankeis and Government 
•offtcials tai outweigh the remittances to this country of Indian 
merchants and coolies icsidmg outside India (vii) The piofits oi 
ioieign banks and shipping and insurance companies India’s pay- 
ments undei the head of banking piofits, shipping heights and 
l^iemiums oi insiuance lepiesent India’s indebtedness to that extent 
(\ 111) Tile 1 emittances of money by foreignci s for benevolent purposes 
to a country oi donations sent abioad by the countiy make it a 
ci editor in the foimei case and a dcbtoi in the lattci Under this 
head India is a cieditoi country, because she leceivcs raoie money 
horn Em ope and Ameiica foi the suppoit of missions and missionaiy 
schools m India as well as in the foim of occasional subscriptions 
laised abioad foi the lelicf of famine m India and othei calamities 
than she sends to ioreign countiies foi similai pui poses (ix) The 
cxpendituie of a nation’s Government abioad will make it a debtoi 
to that extent, and, conversely, the expcndituie of other Goveimnents 
m a countiy will make it so fai a creditoi i On this account India 
is noimally a dcbtoi as she has to spend laige amounts of money in 
England by way oi lurlough pay and pensions of Euiopean officers 
who have seived in India, and foi the purchase of stoies, etc She 
has also to pay the British Government foi vaiious kinds of 
expenditure incuncd by the latter foi India All this cxpcnditme 
•on Go\einmeni account in England is included undei Home 
Chaiges (x) The payment of tributes or indemnities obyiously 
makes the paying country debtoi and the leceivmg country creditoi 
As India neithci pays noi leceives a tiibutc or indemnity, this 
heading has to be altogethei ignored (xi) The expcndituie of 
loieign tourists m Irtdia and Indian touiists abioad Undei this 
head India is a cicditoi because the numbei of foieigneis visiting 
India foi sight-seemg is fai greatei than the number of Indians visiting 
loieign countiies (xii) On th<? othei hand, India is a debtor to the 
■extent of the remittances foi the education of Indian students abroad 
The amount thus spent is about a croie of lupees eveiy year, and 
thcie IS eveiy piospect of its increasing in the futuxe 

For a complete balance sheet, theiefore, we should have to 
leckon in all these items, and it that could be done the two sides 
of the account must balance each other 

The statement on p 230 shows India’s position as it was until 
veiy recently On the right-hand side we have India’s debit items, 
that IS, those on account of which India had to pay more money 
abioad than she receives and on the left-hand side we have the 

^ ^^ample, the laige recoverable e\penditme tin Government of Indii 
incurred on behalf of the Biitish Government dining the wai of 1914-18 and 
again m the present war 
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Cl edit Items, that is those on account of which moie money was 
owing to India fiom foieign countiies than she owed to foieign 
countries 

§26 India’s irisiWe haiance of payments (accounts) — The statement 
on p 233,^ although it excludes Government stoics and Goveinmcnt 
trcasuie, goes a few steps fuithei than the balance of tiadc in 
mcichandise and u ensure, towaids the constiuction o£ a complete 
balance ol payments (accounts), by including the tiansfci of iuncK 
fiom and to India thiough the Government 

The statement shows in detail the items enteimg into India s 
visible balance of payments The detailed figiues woiL up to a 
plus 01 minus balance (the sign representing net cxpoit and 

the Sign — lepicsentiiig net import) for each of the thice mam 
heads of classification, namely, (1) private impoiis and expoits of 
meichaiidise, (11) piivate impoits and cxpoits of tieasure and (111) 
lemittances thiough the Goveinment— all leading up to a plus 01 
minus total 

The visible balance of accounts finally left heie must be taken 
to lepiesent the net effect of the invisible items that entei into 
India's balance of accounts, such as**shipping sei vices, piivatc icniit 
tances, exports and impoits of capital, insurance, tourists’ cxpendituic, 
etc These have not been included in the statement as the figuies 
cannot be estimated acemately It will be seen fiom the table 
that gold cxpoits m leccnt yeais have laigely taken the place of the 
cxcess*of expoits of meichandise ovei imports and have thus helped 
to maintain the favourable visible balance of tiadc which has been 
essential to enable India to meet hex obligations abioad (le hei 
invisible impoits) - » 

^ Taken from the Reuiew of tht T'lade of India (1939-40), p 201 

' Fot further particuHrs regarding the balance of payments for India the 
readei is referred to the publication Balance of Payments of the Economic 
IntelhgencL Sei vice of the * League of Nations An attempt is made here by 
the Government of India to go beyond the figuies t elating to the Balance of 
Trade and Movement of Tieasuie published in the annual Review of the Ttade 
oj India The B ilance of Payments is shown scpaiatelv foi (a) goods, sen ices 
and gold (current items) and (b) capital items Under the foimei head ai< 
included the following i Merchandise 2 Interest and Dividends on long- 
<erm and shoit-teim capital 3 Othei services, such as poll fees, commissions, 
insurance, brokei age , post, telegi aph and telephone , tourists, diplomatic ex- 
penditure, remittances of emigiants and immigrants, etc , reparations in cash 
and othei Government receipts and expenditure 4 Gold (coin and bullion) 
The Capital items include long-term and short-term opeiations of the Govern- 
ment of India (including municipal issues) Unfortunately no information is 
available concerning private assets and liabilities abroad It is very desirable 
that the Goveinmcnt of India should make fuller and mote accuiate figures 
available (as m the case of figures published by the British Board Trade in 
the UmtedL Kingdom) and include them in the annual Re'Siew of the Tiadi of 
India for general information * 
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INDIAN ECONOMICS 

^27 The ‘dram’' defined- — India’s habitual excess of evpoits ovei 
impoits has given use to the ‘chain’ ihcoiy Foi all the outgoings 
repiesented by this excess of exports, India ot coiiise icceues some 
Imd of letiun, and the} can all be accounted loi is we ha\e ihcady 
seen, by vaiioiis items ol icceipt Howevei, as the Spanish pioveib 
has lb ‘the accounts aie all light but the ticasmy is empty’ The 
leal point is not whethei some kind ot ictuiii is leeened, but 
whethei the return is in evciy way satislactory 

^28 The Home Charges —India’s excess ol expoits ovei imports is 
laigely accounted ioi by what aic called Home Chaigcs 

The toliowmg hgmes show the great giowth ol the Home Chaigcs 
between 1859-60 and 1933 4 ^ 


Gio5S Sfe)hng Expendiim e in Eyiglcmd 



j Amount 

Year 

\mount 

Year 

Vmoiint 


£ 


£ 

1 


18150-60 

5 i 04 ^. 94 S 

1910-14 ^ 

20,011,673 

1928 9 ' 


1869-70 

7,677,830 

1918-19 

231629,495 

1929-30 

1 31,558,715 

1879-S0 

1 14 > 543»277 

1922-3 

01,860,179 

1930-1 

31,423,147 

18S9 90 

14,848,92^ 

1924-5 

31.888,776 

1931-2 

30,899,333 

1899-1900 

16,^92,864 

1926-7 

29 , 507)472 

1932-3 

29,556,401 

1909-10 

19,122,916 

1927-S 

28,864,765 

19321-4 

28,862,177 


We will exclude from the present discussion the j^^yment on 
account ot stores puichased on behalf of India m England, because 
the stores aie a material equnalent and figiue m the 1 elm ns £01 
imports We have aheady seen that it is an aiguable point whethei 
these iiui chases ol Goveinment sioies could not be cilected moie 
cheaply and whethei a laigei leliance on the Indian market £01 then 
supply IS not feasible But in the ‘diain’ contioveisy we aic con- 
cerned With that pait ot India’s debits in any given year tor which 
(i) 17 % that yeah no equivalent, matciial or immateiial, is leceived, as 
well as (11) that pait, foi which the equnalent leceived in that year 
IS im^natei taJ, 1 e not m the form ot matei lal goods 01 money 
§29 Payments in connexion with foreign loans — One of the most 
important items in Home Charges is intcicst on debt which has arisen 
m consequence of Go\ eminent boirowings in England toi financing 
lailways, iiiigation works, etc The vanous questions 1 elating 

Figures up to 1918 19 have bef'n taken Irom Shah, Sixty of Indian 

Finance (second edition), pp 187-8, and those foi subsequent years from the 
Stahstical Abstract, jgsO-y and 1935-/ 
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to the employment of foieign capital m this countiy have aheady 
been discussed^i and it should now no longer be necessary to emphasize 
that borrowing money fiom abioad is not necessaiilv an evil, but that, 
on the contiary, foreign loans aie often to be icgarded as 'highly 
satisfactory incidents of economic development ’ Many count! les 
which are iich in national lesources but pooi in capital find it neces- 
sary and profitable to boiiow fiom othei countries, and some of the 
debtor countiies like Canada aie amongst the most piospeious in the 
woild and are becoming more and moic piospcxous with the help oi 
foreign capital It is obviously absmd to desciibe the interest on 
these loans as a ‘diain’, and since it is the intciest on foieign debt 
that has figured most piominently in the Home Chaiges as well as 
in the rest of India's disbursements abroad. Six Theodoie Morison 
proposed to substitute the colouiless expiession 'foieign payments' 
or ‘net foreign payments' for the misleading woid 'dram' which 
suggests that these payments are haimful to the country He argued 
that this part of India's indebtedness at any late could not be regarded - 
as a dram on the country's resources caused by hei political con 
iiexion with England For even if she had been outside the Empiie 
it would have been necessary for fiei to laise these loans for the pui 
pose of developing hei resouices The fact that these debts are in- 
curred m England had nothing whatevei to do with India’s political 
subjection to England The debts weie raised in London because 
London happened to be the cheapest money maiket in the world It 
was further contended that the political connexion with England, far 
from being a handicap to India, has been of distinct advantage to 
her in this respect, because it has raised India's ciedit abioad and has 
enabled hei to boriow on moie advantageous teims than would have 
been possible otherwise The Biitish Government did not dnectly 
guarantee India's ciedit, but had impioved India's ciedit abroad by 
ensming a stable admmisti ation and by piomoting the economic 
development of the countiy We must decline* to be diawn into the 
purely hypothetical question as to whether an independent India 
would not have been able to obtain loans on equally favomable teiras 
We must limit oui selves to what is rather than to what might have 
been, and what we are called upon to declai e in the present discussion 
is whether, with bcttei management, the actual buiden of the debt, 
both as regards principal and interest, could not have been appie- 
ciably reduced In this connexion we shall restiict oui selves to the 
consideration of the most repiesentative as well as the most impoitant 
of our boirowmgs, namely those for railway constiuction m this coun- 
tiy The various issues that would be lelevant aie, whether all the 
railways that have been built weie leqinred in the best interests of 
the couiifx^, and i^vhethei in some cases the need foi tianspoit facih- 

^ See vol I, cb \ni 
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ties could not lia\c bcui met more cheaply by other modes of tianspou 
such as roads and canals , -vdiethei to some extent the expendituie on 
lailways was not at the siciibcc of other moie deserving claimants 
foi public luiicls hie nngaiion woiis , whether the inducement& 
oJffeicd to foicign capital m the shape ol guaianteed lates of interest 
wciQ not excessive, and whether the lailway system was worked as 
clhcicntiy and cheaply as possible with a consistent legard foi national 
Intel csts All these quesijons have aheady been discussed and we 
need merely lepeat hcic that in all these 1 aspects mistakes have been 
committed, and so iai oui payments m connexion with these loans 
cannot be said to be compensated fully by economic equivalents 
k\^e may admit that the lailways have been on the whole ^the har- 
bingeis ol economic piospcuty’ in India and that the actual advan- 
tages, cliicct as well as indiicct moie than outweigh the cost of the con- 
suuction But the leai point at issue is whcthei these gic^t bencht*^ 
horn railways have not been seemed at a needlessly heavy cost 
^ Payments in the loim of mteiesi and pioEts on the foieign capital 
which has sought investment m this couiitiy without Government 
intervention and mediation do not appear under the Home Gharges^ 
but they account loi a substantial *poition of oui excess of cxpoits 
Here again the question resolves itself into a discussion of the advan- 
tages and disadvantages of foreign capital in India, and v\c can oiil} 
lefer the leader to the lelevant sections whcie this subject has been 
ueated^ We had theie occasion to note that along with some gieat 
and undoubted advantages, certain serious disadvantages have icsulted 
fiom the umestucted admission of foieign capital, and therefore the 
statement that ' India illustiates in its most obvious form the advan- 
tage of borrowing foieign capital cannot be accepted without reser- 
vation 

§S0 Civil and military services— We now come to that pan of our 
payments which is made m lespect of cml and military sci vices Here 
the question whethci vve get an adequate leluin for our payments will 
depend upon the mannei m which we answer the following ques- 
tions Is the Euiopcan agency emplo)ed in this country indispensable, 
and if so to wdiat extent ^ Whethei the salaihes at present deemed 
to be necessary to attiact the icquisite type of European in ihe vaiious 
blanches of public seivice aie not too high, and whether the pioccss 
of Indianization has gone as Xai as it might, without endangering 
efficiency or bunging m its tiain other seiious disadvantages? These 
questions will be answeied diffeiently by di&eient people But there 
IS no doubt whatever that on all these accounts India’s expenditure 
is much higher than it need be. The demand for the substitution 
of an Indian foi a Euiopcan agency wheiever possible is not based 

^ See v«l X, cli xtii, §§19-28 

® Moiison, Fconormc Transition in Jndia^ p 218 
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merely on the giound of its relative cheapness There are other com 
siderations^ which aie equally important For example, there is the 
consideration that the experience of the Indian officer, unlike that 
of the European officei, is not lost to the countiy on his retirement 
Further the lelative inferiority of the Indian, wherever it must be 
taken as established, can in many cases be accounted for by lack of 
adequate oppoitumty Moieovei, it is the Indian’s biithright to be 
prefen ed in civil and miluaiy employment m his own country, even 
whcic he is somewhat infer loi lo the Eiuopean, and much more so 
when he is quite as fit 

In connexion with the military chaiges, anothei question, apait 
from that of Indianization, is whether the stiength of the army main- 
tained in India has not oeneially been above her real requiiements 
On the other side it is contended that, even supposing the expendituic 
on the army m India has been larger than it need have been from the 
purely Indian point of view, India has been on the whole a gamei 
For she has had to spend only a small sum on her own navy which has 
only been recently constituted ^ She still largely depends on tlie 
British navy for protecting her fiom invasion If India were called 
upon to look aftei hei own naval defence she would have to spend a very 
much larger amount on her navy But, on the othei hand, it must 
be remembeied that the Butish Navy is not maintained entirely foi 
the purpose of guarding India’s shores from invasion Australia, 
for example, benefits perhaps even more than India from the British 
Navy Nor is she asked to maintain an aimy of a strength beyond 
hei actual lequiicmcnts foi Impeiial uses The piinciple according 
to which the strength of the Indian aimy ought to be detei mined is 
that of making it just adequate for the defence of the country, and 
this furnishes the only test to be applied in deciding whether the 
military expenditure of India so far as it is due to the size of the aimy 
alone is excessive oi not- If the Indian Aimy is meant purely foi 
the purpose of securing freedom for^ the country from external 
aggression, its size, personnel and organization axe matters which 
must be detei mined on othei principles than if it is meant for 
Imperial purposes The Assembly lepudnted the suggestion undei- 
lying the Repoit of the Eshei Committee ol igiq that the Indian 
Army is to be i eg aided as pait of the total armed forces of the 
Empire Actually, however, the army has been fiequently used foi 
Imperial purposes, and the contention that, if it is intended to persist 
in this policy, pait of India’s militaiy expenditure should be borne 
by England, is pei fcctly i easonable ^ 

^ See ch xi 

“ See ch \i for detailed criticism of the defence expenditure 

^ This «»^ciple ha5 recently been partially accepted by the British Govern- 
ment See ch xi 
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§S1 Profits of bankers, and of shipping and insurance companies — 
Othei sei vices than those noticed above foi which also India has to 
make a payment abioad and which aie not exhibited under the 
Home Charges aie those of foieign bankers, Emopean shipping and 
insurance companies, etc It is one of the cherished aspnations of 
the Indian people to be able befoie long to do much ol this work 
loi themselves To say that this is a commendable ambition is not 
to forget the fact that even wealthy countiies sometimes find it advan- 
tageous to buy such sei vices horn foicign nations Foi example, 
the United States used to be iaigely indebted, at least before 1914, 
to the principal Emopean Powers foi marine transport sei vice, 
banking, insurance, and othei financial and commeicial services 
But the plea that India should leain to rely on herself in these 
matteis is based on the idea that, by so doing, she will ceitamly reap 
gicat economic and othei advantages, while lessening the magnitude 
of the ‘chain’ 

Some basic assumiptions of the ‘drain’ controversy — As a set-off 
against the various losses incuried by India on account of the ‘diam’ 
it is sometimes uiged that, after all, England has confciicd on India 
the inestimable boon of peace and has made possible an oidcily 
development of the country in all directions and that, theicfoie, 
India’s losses due to the ‘drain’ aie as dust in the balance when 
weighed against these blessings On this plea, howevei, it would 
be possible to justify eveiy kind of Government extravagance and 
unfairness The advantages to India of the British connexion, such 
as tliey ai e, are not capable of being precisely measured They should 
not theiefoie be dragged into a discussion which is occupied with 
conciete and calculable items, just as we should also refuse to considei 
as a pait of this contiovers) the incalculable, though none the less 
real, advantages which England derives from India We may be able 
to compute loughly the advantages which her business men derive 
fiom the scope whicli* India offeis foi their activities and entei prise 
But by what calculus shall we estimate the gam to England from the 
enoimous inciease m her international piestige owing to her possession 
of India, or how shall we attempt to fix the value, in terms of pounds, 
shillings and pence, of the glow of piide and power which Englishmen 
feel when they contemplate this magnificent empiic, or of the value 
of India to England as an umivalled field lor the tiaimng of hei 
soldiers, statesmen and administiatois ? The question of the drain, if 
It IS going to lead to any useful conclusions, must leave out of con 
sideraiion all impalpable elements 

The analysis under taken in connexion with the drain theoiy 
IS useful as indicating v^arious dii actions of urgent leform, and 
points to the existence of a numbei of real giievjances Undoes not, 
however, furnish anything like a complete explanation of Indian 
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poverty The fiist Indian thinker to see the necessity ot cmphasi/iiig 
many othei moic impoitant causes was Ranade, who was a path 
bleaker in this as in so many othci matters Latei wi iters have peihaps 
not always shown Ranadc’s insight and his exquisite sense oi pro- 
portion ^ 

^33 Land frontier trade — India has an extensive land frontiei 
(about 6,000 miles) on the noith-wcst and noith-east, considerably ex- 
ceeding hei sea coast in length But at many points it offeis great 
difficulties foi commeice oving to obstacles such as dense and impcne- 


In aoies of }upees 
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tiabic foiests and inaccessible mountains As theie aic veiy lew open 
mgs or passes, like the Bolan Pass on the noith west hontiei, communi 
cation with tians-frontiei countiics is difficult In om histoiical 
suivey of India’s foicign tiade we have aheady drawn attention to the 
ancient chaiactei of hei land fiontiei tiade, which was fairly brisk 
duiing the Mogul peiiod In more i ecent times, the position in respect 
of trans fi ontiei communications has been considerably improved, 
especially on the northwest hontiei Though the principal motive in 
laying out the frontier railway was strategic, it is also serving as an 
artery of commerce The principal trans-fiontiei countries with 
which India has trading connexions are Afghanistan, Central Asia, 
Iran, Nepal and Tibet The course ol the land frontier trade during 
the years ending 19^4-5 is summed up in the preceding table the 
figures include trade across the Bu?mese fioniiei, with the Shan States, 
Western China and Siam 

These figures, while they are insignificant m comparison with the 
total annual sea-borne trade of India, yet reveal a steady progress, 
which IS likely to be quicker with iuithei improvements in tians- 
frontiei communications 

(1) Tiade ai stations ad]acent to the land fionUei routes —The 
system of registration ol the hontiei trade oi India, until it was 
modified in April 1941, tell under two classes (i) Trade at stations 
adjacent to the land frontier routes, and (u) Indo Afghan trade 
Under the first only the tr afire in selected commodities at certain 
railway stations adjacent to the more important trade routes across 

^ See also D ^ Shah, The Indian Pomt of in l^conomtcs, p X2 
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the frontier was legisteied ^ It may be assumed that a high percentage 
of the trafhc recoided related to iiontiei trade The piincipai commo 
dities imported fiom the tians liontiei countiies aie ioodstufis such as 
wheat, gram, pulse, and ricc , law wool , raw jutc, tobacco, linseed, mus 
tard, lapeseed, etc By fai the most important expoits aie cotton goods 
foieign and Indian , cotton yam , husked iice and other gram pulse 
sugai , law cotton , iron and steel (including haidware and cutlciy) 
peti oleum , leathci manulaetuics , silk goods , tea , salt , tobacco, etc 
(ii) Indo-Ajghan /lade —Separate statistics oi tiade between India 
and Afghanistan, which aie available since i 937 legisteicd at 

Thai, Chaman and Torkham With effect horn i Apiil 1941, the 
tiade between India and Afghanistan as legisteied at Nok-kundi 
IS also included One of the piincipai features of the Indo \fghan 
tiade IS the existence of a large volume of tiansit trade thiough India 
The aggiegate value of this trade including tiansit tiade amounted 
to Rs 9,59 lakhs in 3941 2 as compaicd with Rs 8,95 lakhs in ipp-i 
The piincipai items of impoits into India fiom Afghanistan aie skins 
and furs, fiuits, nuts and vegetables, which together accounted ioi 
86 per cent of the impoits m 1941 2 Almost the entire quantity ol 
skins and furs is intended foi expoit to foreign countiies SimiLiily 
a large quantity of fiuits and nuts is ultimately sent abioad Among 
the principal articles of expoits to Afghanistan, Jiving animals, boots 
and shoes, leathei and cement are mostly of Indian origin, while 
there was keen foieign competition in sucii commodities as iron and 
steel, cotton manufactuies and tea In 1 eg aid to exports of instru- 
ments, apparatus, appliances and parts theieof, machinery and mill- 
woik, and sugai, India has only a small shaie 

(m) Indo-hanian Tmde —Separate statistics of tiade between 
India and Iian aie now being legistered at the Land Customs Station 
at Nok-kundi thiough which the bulk of the tiade passes, with 
effect from 1 4 pril 1941 The total \alue of impoits from Iran to 
India by the land mute was Rs 1,3 lakhs dm mg 1941-2 The 
piincipai Items ol impoits in oidei 5 f mijDoitancc aie fiuits, nuts and 
vegetables (Rs ^3 lakhs), woollen carpets and rugs (Rs sfo lakhs) 
spices (Rs 17 lakhs) and skins and furs (Rs 13 lakhs) The pim- 
cipal Items of expons to Iian by the land loiite aie tea (Rs 26 lakhs), 
sugar (Rs 10 lakhs), wheat (Rs 7 lakhs), and ]ulc (Rs | lakhs) (These 
figures are foi the yeai 1941 2 ) 

^34 International trade and economic prosperity — The aggregate 
volume of India’s tiade is sufficiently laigc to entitle her to the fifth 

^ ‘The registration stations have been dividulmto thieo groups, (a), (b) and (c) 
But with the levised ari angements recently made for recording tiade between 
India and A.fghanistan with effect from i February 1937 and that between 
India and Iran with effect from i April, 1941, the registiation of traffic under 
groups (a) and (b) was considcied unnecessary and therefoie discuuMnued from 
I April, 1941 of Trade, 1941-2 
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place among the countries of the worlds The gieat inciease in 
India’s foreign tiade in modem times owing to the extension of faci- 
lities of railway and steamei transpoit must not, howe\ei, be reg aided 
as a sign of industrial pre eminence as in the case of the industiially 
advanced countiies of the woild, but at most as a necessary pieli- 
nimaiy to it ^ 11 India develops her own manufactuies, this may 
lesult, at least m the beginning, m a considerable diminution of her 
foicign tiade, as she will heiself be pi educing the manufactures 
which she at present imports fiom abroad, although the greatci 
likelihood IS that while the volume of hei foieign tiade might remain 
the same 01 even increase, its composition will be diffeient It may 
also happen that in the future hci manufactuies will develop to such 
an extent that alter leplacing foreign manuiactui es m the home 
maiket, they will overflow hei boundaries and spiead in the outside 
woild In fact India’s case may be cited in illiistiation of the un 
certain connexion between foreign trade and economic piosperity^ 

Internee Tradi 

(1) Coasting trade — We have already indicated the piesent posi- 
tion and the futuie impoitance top India of her coastal trade m our 
discussion of the pioposal to reserve the coastal tiade for Indian 
shipping The coastal trade may be legaidcd as a pait of the inland 
tiade of the countiy, though it also includes a small amount of 
Coieign tiade ^ 

The following table shows the value of piivatc mcichandise "(In 
dian and foreign) imported into and expoitcd fiom the several man- 
time piovmces of Biitish India fiom and to Indian ports (British and 
loi eign) 

Including the value of the cxpoits and impoits of Government 
■stoies and of treasme, the total coastal trade was valued at Rs 1,66,59 
lakhs, Rs 1,61,84 lakhs and Rs 87,02 lakhs m 1918 19, 1935-6 and 


^ In per capita trade, India stands very neaily at the bottom It is obvious 
that m the case of a large country like India, with a high population, a much 
mote considerable inciease in the volume of the total tiade is requued to show 
given amount of growth per head thah in the small countries It may be 
added that geneially speaking it will be found that international exchange is 
of lar greater importance to small than to big nations (see §36 below) 

- See vol I, ch v, 'Economic Transition in India’ 

On this point lead A Marshall, Industry and Trade^ p 25 
^ Figures 1 elating to impoits and exports for the years pi 101 to 1937-8 relate 
to British India including Burma In 1937-8 out of the total value of private 
merchandise imports, viz Rs 42 51 crores, Indian merchandise was valued at 
Rs 375b cioies and foreign merchandise at Rs 495 crores, and similarly, out 
of a total v dijg of exports of Rs 43 65 ciorcs, Indian meichandise was valued 
at Rs 3715 crores and ’foreign merchandise at Rs 650 chores 
11—16 
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Coasting Tmde (In thousands of lupees)^ 



i 1918-19 

"985 6 

1937-8 


Impoi ts 

Lxpoits 1 

1 Impoits 

Expoi ts 

Impoi ts 

Exports 

Bengal 

Orissa 

Bombay 

Sind 

Madi as 

Burma 

14,16,28 

24 > 3 j 

38,60,35 

8.09.05 

9.52.06 
16,95,11 

11,46,70 

io.6f 

21,34,04 

6,02,73 

8,58,06 

20,22,48 

15,03,60 

9.99 

18,54.75 

9.03.27 

21,30,05 

9,93.52 

9,93.93 

12,92 

22,28,72 

8,52,96 

9.33.07 

34,09,35 

8,58,21 

13,24 

14,40,54 

8,55,48 

10,83,65 

5.41.01 

9.24 

20,46,96 

9,80,84 

7,87,20 

Total 

87, ■57,18 

67,74,68 

73-95,18 

84,30,95 

42,51,12 

43,65,28 


igg'y-S respectively Most of the coastwise trade of India is in Biitish 
hands 

As pieviously pointed out, with the sepaiation of Bmnia iiom 
British India from 1 Apiil 1937, the tiade between the two countries, 
which in pie-separation days was tieated as coasting trade, is consi- 
dered as foieign trade This accounts foi the big decline m value 
of coasting trade in 1937 8 

The total foreign and coastwise tiade (nnpoits and exports) of 
the eight pimcipal ports of India m 1937-8 was as follows 


Total Trade of Eight Principal Ports (In lakhs of mpeesy 



Foieign j 

Coasting 

Total 

r 

Pre-war 
average j 

(1909-14) 

"937-8 

Pre-wai 
avei age 

"937-8 

Pre-war 1 
average | 

1 

1937-'' 

Bombay 

i 

1,13,15 

I. 13.13 

32,30 

37.02 

1,45,45 

1 1,50,15 

Calcutta 

1,41,06 

1,29,03 

18,72 

"3,89 

1,59,78 

1 1,42,92 

Rangoon 
Karachi y 

29,95 

38,87 

43,48 

19,03 

9,00 

1 18,36 

48,96 

47.87 

1 61,84 

Madras 

ib,5o 

30,65 

2,«I 

3.41 

19,61 

34.04 

Cochin 

2,72^ 

11,11 

VO 

VO 

4.21 

6,28 

15.12 

Tuticorin 

5.56 

5.37 

1 ■^’^7 

4,67 

7.23 

10,04 

Chittagong 

5.71 

9,66 

1,76 

74 

7.47 

10,40 


^ Sep Statistical Ahstmet fot British ludta (1937-8), Tible No 265 
~ Includes Bihar 

‘\bout 7 million tons of coal, oils, nee, salt and timbei aie earned in thr 
coastal trade of India The passenger traffic is also considerable, over a million 
and a half are carried along the west coast of India The tragedy is that this 
traffic IS not in Indian hands There are three British companies engaged m 
the coastal tiade of India They practically monopolize the trade, as then 

share is about 80 pei cent * — E Castelhno’s article on ‘f^lannmg in Tiansport^ 
in The Eastern Economist^ 3 Dec 1943 

* These figures include all foreign and coasting tiade, except Goveinment 
stores, tn merchandise Figures prior to 1937-8 relate to British Ji;g^i a including 
Burma See Statnhct^l AhsUact for British India (1937-8), Table No 251 
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These figuies show that Bombay, Calcutta and Rangoon (before 
the separation of Burma) to a very large extent, and Karachi and 
Madras to a smaller extent, account for the bulk of the total foieign 
and coastal ti ade of India i 

To ensure the fullest possible development of the coastal tiade 
in India, a comprehensive programme of port development, the build- 
ing up of an Indian mercantile marine and a piopei coordination 
between coastal and railway traffic aic necessary, but these are topics 
on which we have ah eady expatiated at considerable length ^ 

^36 (ii) Inland trade — India, like America, but unlike the United 
Kingdom, is more vitally inteicsted m hei internal than in hei ex- 
ternal trade This is not surpising in view of the conunental 
dimensions of the country, hei teeming population, her diversity of 
physical and climatic conditions and her vast and varied natural 
lesources In modem times the extension of improved means of com 
munication and transport has added gieatly to the volume of the 
internal trade, and this process will be quickened by a general eco- 
nomic advance and the progress of organization, which will increase 
the scope tor exchange between town and countiy 

The great impoitance of the internal trade of India is insuffi- 
aently appreciated The imposing figuies of the exports of cotton, 
jute, rice, wheat, oil-seeds, etc, lepiesent only a moderate proportion 
of India's total production, of which some idea has already been 
given, though of course it is tiue that not all that remains aftei 
export IS offered for sale, for a part is directly consumed by the pro 
ducers, as in the case of the peasant proprietors who consume-ja large 
poition of the food-stuffs raised by them The great importance to 
India of her internal trade is brought out by the consideration that 
Tf India’s total agricultmal pioduce is taken into account, cal 
culations show that for every acie of land pioducmg goods, whether 
gram, oii-seeds, fibres, tea, etc for export, eleven acres are cultivated 
for local consumption’® To the agiicultural production which 
lemams in the country foi internal consumption and exchange must 
be added the non-agncultural pioduce, such as mineral pioduction 
and manufactures, of which only a small percentage is exported 
abi oad 

No acemate and reliable statistics are available regarding the 
volume and the value of the inland uade of the country Fairly satis- 
factory data are available regarding the coastal trade, the bulk of 
which, as said above, may be regaided as part of the internal or the 
inter-provincial trade of the country But so far as the inland trade 

^ For an interesting account of the trade of the principal ports see Vera Anstey, 
Tiade of the Indtatt Ocean, pp 79-85 

® See ch v 

* Se^^orswick, The Economic Resources of the British Empire, p 145 
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propex goes, scarcely any information beyond the statistics oC the 
goods tiaffic of railways was available for some years Until 1923 
the Department of Statistics used to publish the compilation Inland 
Trade (Rail and Rive^-ho'ine) of India annually, and all the pro\mces 
issued similai publications These gave the import and export trade 
in staple aiticles of each of the five or six blocks into which eveiv 
province was divided, and the impoits and exports of eighteen 
bigger blocks foraiing the trade divisions of India as a whole The 
figuies 1 elated to quantity only, the figtnes of value, given in 1 few 
cases, were admittedly very lough The internal tiade le turns weie 
defective in other respects also Trade within a block was nor 
lecoided , theie was obvious evasion on 1 ail ways , and trade by road, 
which IS not negligible, was not taken into account^ However in 
spite of then defects these statistics weic of some utility, and it was 
unfortunate that, except in one or two piovmces, they were disconti 
nued, as was also the publication Inland Tiade (Rail and Rivei- 
borne) in 1923 on the recommendation of the Retrenchment Com- 
mitt«e The Economic Enquiry Committee rightly pressed foi the 
levival of the publication of the inteinal tiade leturns, and for then 
improvement so as to bring them into line with the moie up-todatt 
statistics of the same kind maintained by countries like the United 
States The Government of India have since April 1933 revived the 
publication of these statistics, by issuing relating to the Inland 
(Rail and Rivei -borne) Tiade of India ^ every month, offering a sum- 
mary view of the inland tiade of India during each month together 
with running totals from the beginning of the official year The 
new series, which is published by the Department of Commercial 
Intelligence and Statistics, letains m essentials the form of the older 
publication The statistics arc given relating to the inland trade of 
India Gained by the lailways and the steamer services, and represent 
the movement of trade into and from a piovmce, taken as a whole, 
01 a chief port 01 ports, the tiade of which is registered sepaiately 
horn that of the trade b£ the province in which such port or ports 
may be situated The tiade dealt with m these accounts fills into 
one 01 othei of the following categories (a) the trade of a province 
with othci piovmces, {b) the trade of a chief port with the piovmce 
m which it IS situated, and (c) the tiade of a chief port with othei 
piovmces Goods cairied fioni one station to anothei wuthm the 
same province 01 pimcipal tiade block aic not registered for the 
pm pose of these accounts Foi the puipose of registration of these 
statistics the countiy is divided into 18 pimcipal blocks as follows 
(a) 9 blocks lepiesenting British piovmces, (b) 4 representing the 
pimcipal poll towns, viz Calcutta, Bombay, Madias and Karachi, and 
(c) 5 lepiesenting Indian States The statistics 1 elate to quantities 

^ Econoiytc Enquiry Committee Report, P * ^3 
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and denominations only, and figuics of value aie not given i 
The net weights are given uniloimly in standard maunds of 82 2|7 lb 
The statistics in the new senes ait thus chaiactciized by the same 
defects as 111 the case of the oldei one 

Table I- below shows the quantity of inland tiade in cutain im- 
poitant articles from 19534 


TABLE I 


(In thousand matinds) 



1933 4 

1934“^ 

i935-t> 

1935-7 

1937 8 

1938-9 

^939-40 

Coal and coke 

34S.9&4 

37>5.i^ 1 

3b6,7c)2 

397,^64 

464, 2S(: 

419.854 

496,513 

Cotton, raw 

20,516 

21,474 

23,374 

29,207 

19.1b 

19.538 

20 712 

Cotton pietc-good'* 

<J.4D 

c),bg8 

10,1^2 

10, 521 

1 1,190 

1 1 ,077 

11,29} 

Crriin, pulse and flour 

107,103 

125.270 


129, 

131,900 

131,272 

143,356 

Hides and skins, raw 

2,6qi 

2,43a 

2,506 

3.157 

2,970 

2,679 

143.383 

JuU, raw 

32,077 

25o<-P 

29,031 


32 57 

3C497 

32,767 

Gunny b igs and cloth 

4.47^ 

4,267 

1.511 

5,152 

5, 1 16 

5, -18 

5.484 

Iron and steel, bars, 
sheets, girdei s and 
other commLi ciai 

lorms of iron 

jO, ,02 

a 

1 33.^26 

40,504 

39,oi8 

18,555 

41,894 

41,986 

Oil-st ods 

46,650 

i j9>3ii 

35.697 

43.777 

09.646 

50,063 

43,775 

Sugar (including gur, 
r lb, etc ) 

29U52 

27.915 

31,261 

40,391 

39.485 

38,076 

28,949 

Total 

628,464 

667,967 

679.344 

736,847 

785,227 

781,168 

828,219 


tioo} 

(106) : 

1 

(108) 

(117) 

(125) 

(124) 

(132) 


The above table shows that the quantity of inland tiadc lecoided 
a considerable increase m volume during the year 1939 40 All com 
modities for which figuies lie lecoided shaied in this increase, except 
oil-seeds and sugar On the whole the internal trade activity was 
distinctly better dm mg the year 193940 than at any time in the 
piecedmg SIX yeais » 

The condition of internal tiade can also be judged to some extent 
b) the statistics of lailway earnings and tiaffic published by the Rail- 
way Board Tabic II below shows these figures from 192B-9 

The gross eainmgs of State Railways during 1939-40 exceeded 
the total for the previous yeai by Rs 4 crores and weie liighei than 

^ A.S the railway and steamer invoices show only the hguies of quantity, the 
statistics m the above iccounts relate to quantities only Owing to the gieai 
disparity between the prices foi die same commodity in the different pmts of 
the country it is not possible to work out the coi 1 esponding figures of \alue, 
and past experience shows that on whatever basis values are assigned, these are 
m most cases only a very vague approximation to the truth and should more 
often afford no basis for working out a tiue and correct balance of 

trade for the different provinces involved See Accouni^ rdatmg to the InJana 

/r>_.T j n . li \ -jr t.. .7 i. . 
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in any year since 1929-30 Similarly, the total number of wagons 
loaded in 193940 was the highest recorded in the last twelve years 
The principal factoi which accounts tor the remarkable improvement 
in railway traffic in 1939-40 is the increase m the internal trade activity 
following the outbieak of the war 

TABLE II 


Gross earnings and total wagons loaded pom 1^28-^ to 1^41-2 


Year 

Gross Earningi» ; 

Stale-owned ! 

Railways 

(L\cluding Burma 
Railways) 

Total wagons 
loaded^ 


Rs (crores) 

(000) 

1928-9 

99 61 

6,993 

1929-30 

97 S 3 

6,89s 

1930^ 

90 40 

6,632 

i 93'-2 

82 54 

6,098 

1932-3 

82 11 

5 i 996 i 

> 933-4 

84 64 

6,489 

> 934-5 

87 24 ! 

6,850 

> 935-6 

8836 

6,962 

>936-7 

„ 92 04 

6,900 

> 937-8 

94 85 

7,161 

>938-9 

94 36 

7,225 

>939-40 

98 44 

7.509 

1940-1 

II 2 16 

7,589 

1941-2'^ 

127 60 

' 7.499 


In the absence of full and dependable statistics 1 elating to inland 
tiade, no precise idea can be foimed of its dimensions and of its 
lelative importance as compared to the foreign trade of the count!} 
According to Inland Trade of India foi ip2o i, the total inland trade 
was estimated at nearly Rs 1,500 crores, thus giving a proportion of 
2 1/2 1 between the domestic trade and the foreign trade ^ Such figuies 
as aie available, however, leave no doubt regarding the small volume 
of the inland trade in relation to the size and the population of the 

^ These include Burma Railway figures up to 1935-6 

- While there was a large increase in the number of wagons loaded in 1939-40 
as compared with the preceding year, the increase in 1 940-1 was practically 
negligible and m 1941-2 there was an actual decrease of 90,000 wagons as compared 
with the preceding year This apparent decline cannot be attributed to any 
falling off in the economic activity of the country, but is due to the fact that 
a laige number of wagons loaded on special trains for military traffic are not 
included in these figures Further, owing to relatively greater efficiency m working, 
It was possible for the railways to carry a larger amount of merchandise per 
wagon on the average than in the past The total tonnage of goods traffic 
in 1 941 -2 increased by over millions and the total net ton mileage increased 
by nearly af millions, as compared to 1940 i, indicating a 9ubstantial*^i»^rease of 
inland trade See Review of Trade^ 1941-2, pp 99-100 

® K T Shah holds that th;s is §n underestimate, and places the value of the 
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country With a fullei development o£ the economic resouices oi the 
country the volume of internal trade is bound to increase to many 
times Its piesent size It is also necessaiy to follow a policy of sysu 
nicitic development of the inland trade of the countiy having regard 
to the unccitain chaiactei of the external trade and the big diop in 
oui expoit tiade The revival of oui external tiade will, of course, 
stimulate the inteinal trade It is, howevei, desiiable to bring about 
Its 'extension apart from its connexion with the external tiade 
^37 Principal trade centres of India ^ — We may now fittingly conclude 
this chapter with a biief description of the pimcipal trade cendes 
of India, and follow it by a few words about commeicial intelligence 
and trade oi ganizations In an account of the tiade centres of India 
mention may first be made of the foui principal haibouis of India, 
namely, Calcutta, Bombay, Karachi, and Madras Calcutta and Bom- 
bay are not onl^y the principal ports but also the most important in- 
dustrial centres of India Bombay is further the chief distributpig 
cenlie ioi western India foi the laigc volume of impoxts of cotton 
manufactures The tiade oi Bombay is pi epondei antly in Indian 
hands as contiasted with Calcutta, where it is largely under the con- 
trol of Europeans Kaiachi is the centre of the wheat trade Madias 
also IS a considerable tiade and industrial centie but not comparable 
in importance to Bombay or to Calcutta Apait from these four 
principal poits,-^ othei big tiade centies aie Cawnpore, Delhi, Ahmeda- 
bad, Amritsar, Agia, Lahoie, Benares, Lucknow, Nagpur, etc T^awn 
pore, which is an important railway junction in the United Provinces, 
holds a centiai position, being situated half-way between Bombay 
and Calcutta, and is a convenient distiibutmg centre foi foreign and 
local goods Delhi, now the capital of India, is the junction of nine 
railway lines and an important dealing house foi the Punjab and 
the western distiicts of the United Provinces, particularly in cotton, 
silk and woollen piece goods ,Ahmedabad i3, next to Bombay, the 
most important centre in the Bombay pioviiicc Amritsar in the Pun 
jab has not only a large entrepot tiade m piece goods, but also does 
a large business in skins and hides , it is also well known for its 
carpet industry Agia has considerable manufactuimg industiies con 
nected with caipets, duriies, embioideries and stone woik, and is a 
collecting centre for the bettei qualities of hides Lahore is the 
chief trading centie for the agricultuial pioduce of the Punjab 
Benares is mainly of interest as a considerable centie of the siik- 
weaving mdustiy Lucknow is commercially of interest as a distii 

^ See Cotton, Handbook of Com ntrcial Informahon for India (third ed.ilion'l 
pp 62-1^3^ also vol I, ch 11 

* Besides these principal poits thne are othei s of some importance in Kathia- 
war Bedi in the State of Navanagar, Okha (m Baroda State), Porbunder and 
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buting and collecting centie foi the iicli agiicultuial pioducc of 
Oudli Nagpur denves its commeicial impoitance fiom its ■weaving 
nulls, cotion-ginning and piessmg factoiics, and the extensue man- 
ganese deposits in its neighbouihood In addition, to these ccntics 
of trade, mention may be made of Jubbiilpoie, Mn7apoie, Maduia 
Gwalioi, Dacca, Sunagar, Sholapni, Amiaoti, Hydeiabad (Deccan) 
Allahabad, Jaipm, Baioda, Bangaloie and Mysoie 
^538 Commercial intelligence and trade organization 1 he coBec- 
tion, caieiul analysis and judicious distribution of commcicial and 
industrial intelligence has now come to be a nccessaiy function of 
goveinnients in civilized countries in view of the intei national com- 
petition in industry and commeice Not a little of the piospeiity 
of countries like Geimany, Japan and the United Slates is owing to 
then excellent system oi commeicial intelligence Trade commis- 
sioneis are appointed and consuls stationed in foreign countries, their 
mam duty being to supply infoimatioa about toieign maikets to 
their respective countries India is msufhciently equipped in all thesv 
icsj^ects Though the Commeicial Intelligence Dcpaitmcni came 
into existence as fai back as 1905, tli^ie was no clearly defined channel 
thiough which mfoimation on commeicial matteis in the possession 
of the Government could be communicated, eithei publicly or to 
individual applicants- The position today is somewhat moie satis- 
factory than It tvas a few years ago The Department of Commercial 
Intelligence and Statistics, which -was reoiganized in 1922, now foims 
a connecting link between the commeicial public and the Govern- 
ment of India It embiaces two distinct classes of work (1) collec- 
tion and dissemination of information beaiing on oveiseas tiade which 
may be of use to Indian films and (11) the compilation and publica- 
tion of statistics of all-India impoitance 1 elating to tiade, mdustiy 
and so on The Department'^ answcis tiade mqunics, effects trade 
introductions and publishes in the Inchan T'nade Jou 7 nal (the weekly 
organ of the Depaitment) statistics and oiiici information of commer- 
cial value It keeps in touch with tiade developments of interest to 
India in the United Kingdom, thiough the medium of the Indian 
Trade Commissionei m London, who since 1926 has been assisted by 
the Trade Publicity Officer Oppoitunities for commeicial publicity 
in England aie utilized as they piesenl themselves This step has 
led to some useful results The Department of Commercial Intelli- 
* gence and Statistics also woiks in close co operation with the Diiectors 

^ §§3^-9 siiowW be read with §§11-12 
Industrial Commission Report , pai 180 

* A Central Statistical Reseat ch Bureau for the continuous analysis and 
interpretation of economic and statistical facts and phenomena wa|j, j^tablished 
in 1933 under the Director-General of Commercial Intelfigence and Statistics 
It IS now placed m charge of the Economic Adviser to the Government of India 
appointed m 1937 * # * * 
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of Industiies and othei Government Depaitments in India, with the 
Indian Trade Commission eis in London and othei ccnties (see below), 
with His Majesty’s Trade Commissioneis in India and the Dominions 
and with Consulai Officcis in the vaiious paits of the woild in ordei 
to stimulate the oveiseas demand foi Indian pioduce and manufac- 
tures The High Commissionei for India in London, whose office 
was created m 1920, has been saddled with much miscellaneous agency 
and financial woik, of which the pui chase of Goveinnicnt stoies is the 
most impoitant He is theiefoie not in a position to be of much use 
for promoting Indian commeicial interests abroad 

The organization desciibed above is chiefly concerned with 
making known abioad mfoimation legarding the possibilities of In- 
dian maikets foi foieign goods It is equally necessary, howevei, to 
supplement it by a similai oiganization for the purpose of making 
available in India mfoimation regarding foieign markets for Indian 
goods New giound was broken in this diiection by the Tiadc Mis- 
sion which was deputed in 1928 by the Government of India in pui- 
suance of a suggestion made by the Textile Taiiff Boaid (1926) to 
explore the potentialities of ceitan;^ export maikets for Indian textile 
goods ^ The Repoit submitted by the Tiadc Mission suggested the 
appointment of three Tiade Commissioneis foi India to be stationed 
at Alexandria, Mombasa and Durban The establishment of Indian 
trade agencies and of an independent Indian consulai service, as in 
the case of the self-go\ ernmg Dominions, would be well justified as 
helping to develop tiade lelations with foieign countries on hnes 
most beneficial to India In Januaiy 1930 the Go’vernment of India 
outlined a scheme wffiich contemplated the appointment of six Tiade 
Commissioners one each at Hambmg, Milan, New York, Dmban, 
Mombasa and Alexandria Accoidmgly an Indian Tiade Commis- 
sioner was appointed at Hamburg in 1930 In 1935, a similai appoint- 
ment was made at Milan In 1937 Indian ,Tiade Commissioner 
opened his office at Osaka in Japan Towards the end of December 
1937 provision was made foi an Indian Trade Commissioner for Fast 
Africa at Mombasa In June 1938 a new Indian Tiade Commissionei 
opened his office m New Yoik A Trade Commissioner has been ap 
pointed at Aiexandiia There is also an Indian Trade Agent at 
Kabul for Afghanistan 

The Hon Sn Ramaswamy Mudahai, Commeice Membei to the 
Government of India, dui mg the comse of the debate on the Budget 
foi 1941-2 mfoimeci the Assembly that Tiade Commissioneis were to 
be appointed to Canada and vSouth Ameiica, making eight in all, 
and that others might follow He foreshadowed the constitution of 
a self cor\t^aypLed consulai service foi India In this connexion we 
may refei to the emphasis placed by the Mcek-Gregoi'y Report on the 

^ See antey p 33, Indta tii 198 
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importance of bettci salesmanship in camassing Indian goods abroad ^ 
Two useful suggestions wcie made at then session in Maich, 1941 
by the Fedeiation of Indian Chambers of Commeice and Industry 
first, that the Government of India should oigani/e trade missions 
consisting of Indian business men tvith the necessaiy technical staff 
to visit the various paits of the Biitish Empne and neighbounng 
counii ICS with a view to studying the conditions of then iinpoi t trade 
and secondly that they should constitute a compiehensive expoit 
organi7ation for the super\ision and contiol of the quality and speci> 
hcations of Indian exports, the necessary funds loi financing its acti 
VI ties being laised by means of a small expoit cess 
§39 Commercial organization in India —The most important and 
the best organized non official commeicial organizations in India are 
those formed by European merchants, such as the Associated Cham- 
bers of Commerce of India and the vaiious Chambers of Commerce 
a«t Calcutta (1834), Bombay (1836), Madias (1836), Cawnpore, Kaiachi, 
Lahoie and other principal centres Then membership, except in 
Bombay, is preponderatmgly European, though open to Indians also 
This IS but the natural outcome ol»the eailiei start made by European 
uaders in establishing commeicial connexions between India and the 
West In addition to the Chambers of Commerce there are also asso 
^ ciations repiesenting particular blanches of trade, such as jute mills 
and cotton mills, and also those lepiesentmg wholesale traders m 
the* principal cities Hitherto the Indian commercial community 
have suffered from lack of suitable oiganization for obtaining redress 
for their legitimate grievances, but Indian merchants are waking up 
to the necessity of oiganizing themselves There are now seveiai 
pmely Indian associations, such as the Bengal National Chambei of 
Commerce, which is the oldest (1887) oiganization of the Indian mei- 
cantile community, the Indian Mei chants’ Chamber and Bureau, 
Bombay (1907), the •Southern Indi^ Chamber of Commerce, Madras 
(1909), the Indian Chamber of Commerce, Lahore (191a), the Indian 
Chambei of Commerce, Calcutta (1925), the Maharashtra Chamber 
of Commerce, Bombay (1927), and the Meichants’ Chamber of the 
United Provinces (1932) Theie is also an All-India Fedeiation of 
Indian Chambers of Commerce and Industiy^ All these oiganiza- 
tions can be of immense scivice in focussing commeicial opinion in 
India and giving a lead to the Government in regard to problems 
affecting the commeicial and industiial development of the country® 


^ Report on Prospects of Indian Trade jLith the United States of Amertca, 
par 67 

For 'll! account of the several Chambers of Commerce Commercial 

Associations in India,, see Cotton, op cit , pai t iv 

Some of the important Chambe»'s of Commerce have been given lepresentation 
on both the Central and fro|'in^cidl legislative bodies 
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CURRENCY AND EXCHAN GE--P art 1 

§1 Indian currency in the pre-Bntish era — Since Akbar's time the 
currency in northern India had come to consist ot the gold mohur and 
the silver rupee, which both weighed 175 grains tioy There was 
no fixed legal ratio between them, though each oi the coins bore a 
fixed ratio to the daniy the coppei coin of the Mogul Empire ^ In 
southern India, which never came completely under the dominion 
of the Moguls, gold wa^ the principal cunency Under Hindu rule, 
pieference was geneially given to gold, while the Mohammedans 
showed a predilection in favoui of silver When the Mogul Empiic 
broke up, a numbei of independent states aiose on its rums, and«, 
many of them signalized their independence and sovcieignty by strik- 
ing a special com of then own Though the old denominations 
were generally letained, there was evtiy degree of variation as 
regards weight and fineness So that when the East India Company 
came upon the scene, it found that the cuircncy position was charac- 
teiized by a bewildering multiplicity and variety of coins of gold 
and silver It has been calculated that as many as 994 different 
coins made of gold oi silver and of varying weight and finenebs 
were current “ The sei vices of professional shioffs (appraisers) had 
constantly to be lequisitioned to ascertain the value oi the coins held 
The East India Company found its commercial tiansactions senousl)- 
hampered by this chaotic condition of the cm rency, and thus began 
the senes of experiments in cm rency oiganization in India, whose 
history it is our purpose to nairate in this chaptei 
§2 The first period ( 1801 - 35 ) — The history of Indian currency in 
the nineteenth centmy may be divided into four peiiods (1) 1801-35 , 
(11) 1835-74, (ill) 1874-93, and (iv; 1893-19003 

The first attempt of the East India Company at evolving older 
out of the prevailing confusion m currency resulted m a simultaneous 
issue of both gold and silver coins with the Company’s stamp, and 
with a definite legal ratio, weight and fineness But owing to the 
fluctuations in the market value of the two metals it was found im 
possible to maintain the ratio Under the official 1 atio, gold was undei 
valued and was theiefore displaced by silvei About this time Lord 
Liverpool published m England his famous Treatise on the Co^yis 
of the Realm, which enunciated the principle that only one metal 

% ^ , 

^ B R Ambedkar, The Problem of the Rupee , p 3 
H D Macleod, Indian Currency,^ p 
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should be the standard and unlimited legal tciidci though other 
metals might also be coined and allowed to cii dilate at then maiket 
value The Diiectois of the East India Company seeking a way out 
of the cuiiency muddle in India and mlliienccd by Loid Liverpool’s 
woik^ selected sihcr to function as the only standard in India How- 
c\ei, in i8o6, in a dispatch to the Gov ci aments of Bengal and Madras, 
they took caic to mention that then intention was by no means to 
diive gold out of circulation wlieie it was the geneial measuie ol 
\al lie The Company tiied to keep the latio fixed between the 
lupee and the gold moliiu, but the Httci came to be undei valued^ 
<ind disappeared fiom cn dilation The i ecommendations of the 
Dncctors in 1806 had allowed discietion to the Indian authoiities as 
legal ds the time and mannci of giving effect to them, and they weic 
not acted upon immediately In 1818, howcvci, the silvei lupce of 
180 grams, ii|i2th fine, was substituted foi the gold pagodi m the 
Madias Presidency file coinage of gold pigodas m Madias was 
stopped, but, foi the convenience ol the public, it was announced 
that gold coins would be issued, and w^ould be paid and received by 
all the public offices at such rates as might be determined by piocla 
mation from time to time, the fiist latc chosen being 15 1 

In the meanwhile, the Bombay lupce had been made identical 
with the Madias lupee in 1823, and the last step was taken in 1835^ 
when the Indian lupee in its piesent form and size was issued of the 
same weight and fineness as the Madias lupee of 1818, and was 
made sole legal tendei of payment thioughout the terntoues of the 
East India Company Mints weie opened to its free coinage, and 
the Indian system came to he one of sihei monometallism, instead 
ol the bimetallic or paiallel standaid system which had pre\ ailed so 
lai The value of the silvei bullion in the lupee and its legal \alue 
weie identical This Act remained in foice up to 1893 
§3 The second period (1835-74) -TrThe Act ol 1835, howevei, authoi- 
i/cd the coinage of gold mohuis and of five-, ten-, and tiiirty-iupee 
gold pieces at maiket value, if reqiined by the public In 1841 a 
pioclamation was issued auihoiizmg the public tieasuries ficcly to 
leceive the gold molims at then face value, that is to say, at the late 
of 15 1, m payment of public dues In 1848 and 1849, owing to 

the Australian and Californian gold discoveiies, the price of gold 
fell in teims of silvei Gold was ovei valued m the official latio of 
ir, 1, and the holders of gold coins availed themselves of the oppor- 
tunity to obtain a laigci pi ice in silver than they could obtain in the 
market People began to pay their public dues in the depreciated 
gold coins rathei than in lupees, much to the embanassment of the 
Government Loid Balhousie^s Government, thereforef Withdrew the 
pioclamation of 3841, and gold was thus definitely demonetized 
These steps led to a'^ifaC stringency in the money market, which 
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was particulaily telt owing to the expansion of trade After 1850 
the production of silver was less than was the demand for it Also 
a large propoition ol silvei lupees were being abstracted from circula- 
tion and being put to non-monetaiy uses * The Mint was pitted 
against the smelting pot, and the coin produced by so much patience 
and skill by the one was rapidly reduced into bangles by the other 
There were no ciedit media to speak of to relieve the monetary stun- 
gency, and banking was yet in an undeveloped condition In these 
circumstances people began to have lecouise to then own remedy, as 
was pointed out by the Bombay Chambei of Commeice in a memorial 
to the Government of India piaying for a gold cuiiency, in which 
It was said that ‘ theie is an increasing tendency to the creation of a 
gold ingot currency, by the natives of this country, as a rude remedy 
for the defects of the existing silver one and ‘ that gold bars, stamped 
with the mark of Bombay banks, aie for this pm pose circulated in 
several parts of the country ’ - The Ameiican cotton famine brought 
fancy prices in gold to Indian cotton exporteis, and gold was im- 
ported on a very laige scale Theie aiose, therefoie, a demand sup 
ported influentially by the thiee Chambei s of Commerce for the m- 
iioduction of a gold cuirency In November 1864, therefore, the 
Government of India issued a notif^ation by which soveieigns and 
half-sovereigns were to be accepted at Government treasuries at the 
rate of Rs 10 and Rs 5 respectively, and the Goveinment of India 
were to pay soveieigns and half-sovereigns to their creditors when 
convenient, and if the latter desired to receive them in payment In 
1866 the Calcutta Chambei of Commeice again urged the adoption 
of a gold currency, and the Government of India appointed the 
Mansfield Commission, which was the hist of the committees and 
commissions which have sat from time to time to delibeiate upon the 
problem of Indian curiency and have ladled out conflicting panaceas 
to cure the currency ills of the country The Mansfield Commission 
recommended that (1) gold coins of 15, 10, and 5 rupees should be 
issued, as they weie likely to be prefeired by the .people to notes of 
like values, and as the introduction of the gold cuiiency would pave 
the way for the establishment of currency notes , and that (11) the 
currency should consist of gold, silvei and paper In 1868, a noti- 
fication was issued by which the late foi the leceipt of sovereigns 
and half-sovereigns was laised horn Rs 10 and Rs 5 to Rs 108 and 
Rs 5-4 respectively, as the foimer late was out of haimony with the 
maiket rate and failed to attract gold to the public tiea&uiies In 
taking these steps, without any explicit lefeience to the Mansfield 
Commission, the Government showed then desiie ultimately to make 
gold legal tender, but they wished to make suic of the fact as to the 

^ Cfissels quoted by A.mbedk ir, The Prohhm of tfie p 34 

^ ArTbeiRva?, op ciU, p 42 
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relative value of gold and silvei in India befoie stereotyping the 
results by law and finally committing themselves to the legal tender 
of gold In 1872 Sir Richard Temple submitted a note to the Govern 
ment of India suggesting that a gold standard and currency was what 
was really wanted in India, and that a Commission should be 
appointed to decide definitely what should be the rating of gold 
and silver The Council of the Governor-General were, however, 
not unanimous, and the second period in the currency history of 
India came to an end with the decision of the Government of India 
m 1874 not to accept the proposal 

§4 The third period ( 1874 - 93 ) — By 1874 a great change had begun 
in the monetary status of silver Germany demonetized silver in 
187^ Sweden, Denmark and Norway followed in 1874, closing their 
mints to the free coinage of silvci The countiies of the Latin Union 
had to fall into line, with the lesult that huge quantities of silver 
weie thrown on the market Theie was also an enormous increase 
of output of silvei fiom new mines and owing to improved processes 
^ The demand foi gold, on the other hand, was increasing owing to its 
introduction as the only standaid in Em ope and the United States, 
and to the general expansion of trade, while the supply was declining 
Gold and silver became m thewr relation to each other simply com- 
modities with no connecting monetary link The depreciated metal 
began to flow on a huge scale into silver standard countries, and 
India more than ever became a sink foi silver, which, as it came in, 
was largely coined into lupees by the Indian mints This heavy 
coinage was one of the causes which set up a decided tendency towards 
a use of pnecs in India, though the phenomenon became much more 
maiked after igoo From 58^ per ounce m 1875, the price of silver 
fell to 521/^d in 1879 , 43d in 1888 , 371/^d in 1892 , and 27^ m 
1899 With the depieciation of silver the exchange value of the rupee 
m teims of the sovereign, that is to say, its gold value, began to move 
down, and fell from about 2S in 1871 to about is 2 d m 1892 

From 1874 up to 1878, the^ agitation for reform in India was 
dnected chiefly to the closing down of the mints for the free coinage 
of silver with a view ultimately to the adoption of the gold standard 
In 1876, the Bengal Chamber of Commerce and the Calcutta Trade 
Association sent a memorial to the Governor-General requesting the 
temporary suspension of compulsory coinage of silver by the Indian 
mints The Goveinment however, lefused to giant this request, 
being of the opinion that, without the substitution of gold as a 
standaid, no such step was possible, and that they were not able to 
adopt the gold standard under the prevailing cncumstances, which 
were still unsettled and lastly, that the unceitainty m the situation 
ivras caused not only by the depreciation of silver but also by the 
appicciation of gold In 1878, however, the Government of India 
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themselves proposed to the Seaetary of State that definite steps should 
be taken in the direction of a gold standard with a gold cuiiency, 
and that, in the meanwhile, the cost of the lupee should be inci eased 
to the public in India by chaiging an additional seignioiage in order 
to establish a definite i elation between the gold coins and the rupee, 
which might, if neccssaiy, be altered fiom time to time The Secie- 
taiy of State leferred this proposal to a Committee, which opposed 
the scheme on vaiious giounds, and advised, iMth a somewhat ponti- 
fical ail , that ‘ It was better to sit still than to have recourse, undei 
the influence of panic, to ciude legislation the result of which cannot 
be foretold and the effect of which cannot be measured As an 
alternative to a gold standaid, the Government of India pathetically 
clung for a long time to intei national bimetallism, with a devotion 
worthy of a Mis Micawbcr, when piactically evciy othei nation was 
deseitmg it Between 1867 and 1899, there %\cie no less than torn 
International Monetaiy Confciences held to piopose lemcdies foi the 
currency difliculties in the different European countries aud the United 
States India was throughout inclined in lavoui of intci national Ip- 
metallism mainly because of its special use foi heiself as a means 
of rehabilitating sihei in the cuiicncies oi the woild, which, she 
hoped, would raise the pi ice ol ailvei and thus extiicate hei from 
her exchange difficulties But the scheme fell through chiefly because 
of the opposition ol England and the gencial desire on the part of 
the othei Emopean nations to adopt the gold standard in imitation 
of England, which led them to take up an attitude of hostility to the 
introduction of bimetallism in the silver-using coantiies TJiey fe^aied 
that the demand for gold which this would cause on the part of the 
silver-using countiies would raise the price of gold to inconvenient 
heights and embaiiass the countiies of Emopc, which were intent 
upon the establishment of then currencies on a stable gold monometal- 
lic basis 

§5 The fourth period (1893-1900) — In the meanwhile, the continued 
fall in the value of silvei and t|ie decision of" the United States to 
repeal the Sherman Act, undei whicli the Government of that countiy 
was requned to purchase 54 million ounces of silver foi annual coinage, 
made the position of silver and theiefoic the position of the Indian 
lupee more precaiious than ever In these ciicumstances, the Govern 
ment of India again appi cached the Secretaiy of State in 1892 with the 
proposal to close the Indian mints to the free coinage of silvei with 
the object of eventually introducing the gold standard, if the Intci- 
national Monetary Conference then sitting at Biussels failed to arrive 
at any conclusion m favoui of international action Accordmgh 
in 1892, the Heischell Committee was appointed to consider the 
cuirency and exchange situation ivith special lefeience to the above 
proposal^ of the Ooieinmcnt of India While the Herschell 
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Committee was btill sitting, the Biusscls Conicicncc ended in a fiasco 
llie Herscheil Committee had to suggest a icmedy for the following 
principal defects of the Indian ciuiency system as it then existed 
(1) the financial difficulties oL the Go\cinmcnt of India caused by silvei 
monometallism and the falling lates oL exchange with the gold stan 
dard countries , (n) the evil effects of the f ill in exchange on the 
people of India and hci commeice , (in) the difficulties caused by the 
fall in exchange to Euiopean officials in India 

^6 (1) The financial difficulties of the Government of India The 
difficulties of the Government came piimij^ill) Lom the fact that 
they had to lemit yeaily a large sum of monc> to England in discharge 
of their gold obligations, \iz the Elome Chaiges The gold value of 
the lupee determined the actual incidence of this charge in India 
and, as we have seen, this \alue had been constantly falling ever since 
1874, and there was e\ery piospect of its fiuthei fall The inconveni 
ence to the Government of this state of affans was well descubed 
Sir David Barboui, the Finance Mcmbei of the Govcinor-Geneial’s 
Council from 1888 to 1893, as follows ' The immediate cause of om 
financial difficulties, and the cause which, by compaiison and foi the 
time being, dwarfs all otheis, is the fall in the gold value of sihei 
which has added to the Indian expendituie m two years more than 
four crores of lupees If that fall could be staged and the rate of 
exchange with England fixed peimanently at c\en its piesent low 
figure, the difficulty of dealing with the piesent deficit would be com 
paratively light Our financial position foi the coming yeai is 

at the mency of the exchange, and of those who have it in their powei 
to affect in any way the puce of silvei If we budget foi the pie 
sent deficit of Rs 15,95,100 and exchange uses one penny we shall 
have a surplus , if it falls a penny, we shall have a deficit of more than 
three croies , if we impose taxation to the extent of one and a hall 
croies of lupees, a turn of the wheel may icquiie us to impose furthei 
taxation of not less magnitude , anolhci tuin, and may find that 
no taxation at all was lequiredl 

^7 (11) Effect of fall m exchange on the people of India,--- The 
increased numbci of uxpees which the , Goveuiracnt v/eic required 
to find foi meeting their steilmg obligations meant mom taxation 
m terms of rupees This did not neccssaiiiy imolve a permanent 
increase of the burden of taxation, for in couise of time adjustment 
would have tahen place by a use in silvei puces in India, so that a 
larger numbei of lupees would have meant the same quantity of pro- 
duce, and it is the quantity of pioducc and not the numbei of tokens 
lepresentmg it, that is the piopei measine of the biuden A ceitain 

* See Herscheil Commttee Repo}t, pars 

- ibid , pars :^2-4 
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lime, howevei, must elapse before the adjustment is completed, and 
m the meanwhile the Indian lyot would have to pay moie in terms 
ol piodiict The Herschell Committee pointed out that although 
the burden upon the people as a whole might not eventually be gieatei, 
there was likely to be a transfei of burdens from one class to anothei 
Owing to the fall in exchange, the burden of those who paid a fixed 
land levcnue under a permanent settlement had been lightened, and 
so had the bin den of those whose land levcnue had not been lecenily 
lesettled On the othei hand, the inci eased salt tax pressed upon the 
people at laigc, and rendeicd more heavy the taxation of those who 
had suffeied horn the highei lupee prices due to the fall in the gold 
value of silvci 

Leaving out of account temporary gams and losses to expoits 
and iinpoits^ lespectively, an important argument against letting 
things alone was that about yj. per cent of the total impoits of India 
came fiom gold-using countries, while 26 per cent only came fiom 
siivei -using countries Intimate financial and commeicial relations Igid 
thus been established with gold standaid countiies, and a constant fall 
in the value of the rupee must of necessity seriously embanass India's 
foreign trade and have the result of mtioducmg an unhealthy element 
of speculation into it Further, even if the tailing lupee confeued a 
temporal y benefit on the employer in India, this was at the expense 
of the wage earner, because wages rise more slowly than prices Thus, 
considering the benefit to India as a whole, it could not be said that a 
continuous fall in exchange was an advantage . , 

In view of the difficulties caused both to Government finance 
and to the commcicial community, it would be difficult to find much 
fault with the Government’s anxiety to give up the silver standard in 
favour of the gold standard The alternative method of inci easing 
taxation, especially taxation in the form in which it would not have 
been unpopular, namely, by means of import duties, and of seveie 
retrenchment m public expenditure, was no doubt not absolutely im- 
possible But given the prospect of constant fluctuations in the value 
of the lupee, continuous resoit to taxation and economy would have 
been extraoidmarily difficult and unsettling in its effect 
§8 Fall m exchange and foreign capital —The influence of a heavy 
fall in exchange was tending greatly to check the investment of Biitish 
capital in India and the development of the country, which laigcly 
depended upon such investment Foi, * London is the lending mai 
ket, and London thinks in gold’ The uncertainty as legaids the 
inteiest on the investment and the piospcct of the diminution which 
the invested capital might suffei, if it weie desued to retransfer it to 
England, impeded the flow of British capital into India Foreign 

^ On this point consult E W Kommeiei, Modein fttnency Reforms, pp 
27 8 
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films weie also finding a difficulty, owing to the falling exchange, in 
ptocuimg the sei vices of Euiopean seivaiits, lequiied foi conducting 
then undertakings in India The difficulty m atti acting foreign capi- 
tal to the countiy also had a piejudicial leaction on the finances of 
local bodies in India 

(lu) Position of European officials — The Indian Government 
weie also faced with difhcuities as icgaids then own officcis, who 
began to put £01 ward claims for compensation foi the loss which the) 
sustained owing to the fall 111 exchange They icceived then salaiics 
in lupees, and to lemit a given amount in teims of sterling to England 
for the suppoit of then families and the education of then childicn, 
they had to spend a laigei and laigei poition of then income than 
before This had led to seiious discontent among them 
^10 Recommendations of the Herschell Committee — Having con- 
vinced themselves that the existing monctaiy system was m uigcni 
need of leioim, the Herscheli Committee piocccded to suggest le 
medies BimetalLsm was now out of the question But instead of 
demonetization of silver and the establishment of a gold standaid 
euriency a sort of limping standaid was iccommendcd, undei which 
theie was to be no fiee mintage cixhei of gold 01 of silvei, and the 
lupce was to continue to be unlimited legal tendci, gold being used 
only paitialiy for curiency pm poses duiing the peiiod of tiansition^ 
at the end of which furthci steps were to be taken to introduce a full- 
fledged gold standaid 

The Government of India approved of the Repoit, and in iSgg 
an Act was passed to amend the Coinage Act of 1870, and the Indian 
Papei Cuirency Act of 1883 It piovided foi the immediate closuie 
of the Indian mints to the fiee coinage of silvei, though the Indian 
Government were allowed to letam powei to coin lupees on then 
own account Thcie weie also thiee admmistiame Notifications 
issued at the same time The first provided for giving iiipecs in 
exchange for gold com and bullion presented at the Indian mints, 
at the late of to the lupee The second Notihcatxon 

authorized the icceipt of gold so’vcicigns and halI-so\eicigns in 
payment ol public dues at the same latc By the thud Notihcation 
piovision was made foi cmiency notes being issued from the Paper 
Cmicncy Offices in exchange for gold com 01 bullion, at the same 
late 

The object of these piovisions was, fiist, to force up tlie exchange 
value of the rupee, 01 lather to arrest its furthei fall , secondly, to 
encoiiiage the import of foieign capital, thiidly, to familial izc the 
people with the use of the gold soveicign , and lastly, to discouiage 
the impoit of silvei The general idea was to take the fiist steps 
towrards the eventual introduction of the gold standard, ^nftl to link 
India with gold standaid countues immediately It was thought that 
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a period of tiansition xvas neccssaiy before the actual establishment 
oi the gold standaid 

^11 The Fowler Committee ( 1898 ) — The cuirency position tioni 
1893 onwards was avowedly transitional and provisional, and some 
definite action still lemamed to be taken This was hastened by 
ihe representations ot the commeicial community, who weie incon 
vcnienced by the iamishmg oi the money maiket through the closing 
oi the mints and the tempoiaiy suspension oi the sale of Council 
Bills, resulting in veiy high rates oi discount In the meanwhile, 
the lupee had been giadually gaining in exchange vaiuc,^ and the 
time seemed to have ai lived to place the Indian currency on a gold 
basis This led to the appointment of the Fowlci Committee in 1898 

Among the proposals bcloie the Committee special mention must 
be made of the scheme put foiwaicl by A M Lindsay, Deputy 
Sccretaiy and Tieasuici of the Bank of Bengal The impoitance 
ol this scheme is due to its close lescmblance to the plan which was 111 
iact introduced later on It suggested the laismg in London of a long- 
peiiod loan of £10 millions to be kept iheie as the Gold Standaid 
Reseive The aiiangement of 1893 was intended to pi event the use 
of the rupee above li 4^ by making it binding on the Government to 
give lupees in exchange lor gold or gold sovereigns Lindsay's aim was 
to supplement this plan by making airangements to give sterling in 
exchange for lupees so as to prevent the fall of the rupee below 4^ 

It was theicfoie pioposed that the Government of India should sell in 
India sterling diafts on London ioi not less than ^1,000 at the rate of 
3 s 334^ pci* lupec, which weie to be met fiom the icservc in London 
In London, rupee drafts weie to be sold to applicants fox not 
less than Rs 15,000 at the late of is 4 i|i6d pei rupee, and these 
were to be met at Calcutta and Bombay If an excess oi rupees 
accumulated in India as the lesult of selling sleiimg drafts, and conse- 
quently the leserve in London was unduly depleted, the excess of 
lupees was to be sold as bullion and the proceeds credited to the 
'icseive in London If hovv^ever, the stock of lupecs in India was in- 
adequate, silvei was to be pm chased out of the gold reseive in London 
and sent to India to be coined into rupees The essence of this plan 
IV as that the lupee was to be the ciiculating medium in India, and 
gold was not to be legal tendei The Fowlci Committee turned down 
the scheme, as they feared that its adoption would check that flow oi 
capital to India upon which her economic prospeuty so laigely 
depended, and they ob|ected that, if the system was made permanent 
in India, it would base India's gold standard foi all time on a few 
millions of gold m London, with a liability to pay in teims of gold in 
London foi rupees received in India to an. indefinite extent 

^ In ^894 the avesage exchange \alue of the rupee w is i? ild By 189S 
It had men to neaily 15 4^ *' 
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The Fowlei Committee concluded that the ideal to be aimed at 
was the ‘ effective establishment m India ol a gold standard and cui 
rency based on the pimciples of the free inflow and outfloxv of gold , 
and with this end in view made the following pioposals (i) The In 
dian mints should be thiown open to the coinage of gold sovereigns 
and half-sovereigns The mints should lemain closed to the free 
coinage of silvei as already decided in 1893, hintil the proportion 
of the gold in the curiency is found to exceed the requirements of 
the public ’ (11) The exchange rate was to be finally fixed at is 4^ 
pel rupee, as this was the rate that had aheady been established, and, 
pi ices having been adjusted to it, it would be easier to maintain than 
any othei latio (111) The lupee might continue to be unlimited legal 
lendei (iv) The Government should continue to give rupees in ex- 
change foi gold, though they should not bind themselves to give 
gold in exchange foi lupees, because the undci taking of such an obli- 
gation would be inconvenient and make them liable to sudden demands 
fov gold, to meet which it might sometimes be necessaiy to laist 
sieiling loans at heavy cost (v) To secuie the convertibility of rupees 
into soveieigns, the profits on any future silvei coinage undertaken by 
the Government should be credited *to a gold fund to be kept ‘ as a 
special leseive, entuely apait from the Paper Cmiency Reserve and 
the ordmaiy treasuiy balances ’ For although no legal obligation to 
coiiveit rupees into gold was to be imposed on the Government, it 
would be an advantage if they could pay out gold when their reserves 
permuted and the people were willing to accept it (vi) The Govern- 
ment should be prepaied to make gold available, particularly for export 
when the balance of trade went against India The Committee ex- 
pected this gold to come horn the gold reserves geneially and especially 
from the gold fund proposed by it, but eventually also from circula- 
tion, which would become saturated with a large amount of gold as the 
lesult of the full intioduction of a gold standard and gold currency 
In short, the Fowler Committee l^eld that a fixed exchange could 
only be secured and guaianteed by an effective gold standard The 
Committee accepted as their model the limping standard adopted by 
the Latin Union and the United States, undei which both gold and 
silver weie unlimited legal tendei with a fixed legal ratio, and mints 
were open only to the free coinage of gold The recommendations 
of the Fowler Committee were accepted almost entirely by the Govern- 
ment of India, and the Act of the year 1899 made sovereigns and 
half-sovereigns legal tender throughout India at the ratio recommended 
by the Fowlei Committee Negotiations were also set on foot foi 
starting a gold mint in India, but they proved abortive on account 
of the opposition of the British Treasury A Gold Standard Reserve 
was foimed in 1900 out of the profits of the coinage ot^rrJpees on 
Government account, which was resumed for the first time after 1893 
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5? 12 Remedies adopted in relief of monetary stringency — (i) Circula- 
tion of gold —Aftei the above action had been taken in faithful com- 
pliance with the Fowler Committee’s recommendations Government 
policy soon broke loose horn its moorings and drifted aimlessly 
until It landed into the patchwork of impiovizations called the Gold 
Exchange Standaid The closing of the mints had resulted in a stiin- 
gency which was felt keenly as trade expanded and population in- 
ci eased As a tempoiaiy measuie for meeting the situation, Act II 
o£ 1898 had alieady been passed, by which ‘the proceeds of the 
Secretary of State’s sales of Council Bills could be set aside at the 
Bank of England in gold as part of the Indian Papei Cuiiency Rcseive 
The Government of India could issue notes against the gold so set 
aside, and with them could meet p'}0 tanto the Secietary of States 
diafts, without 1 educing then trcasuiy baiaheS^ ^ This had the effect 
of adding to the di am on the stock of rupees with the Government of 
India In oidei both to familiarize the people with gold com and to 
obviate the necessity of fiesh coinage of rupees, the Goiernment made 
an active attempt in 1899 and 1900 to intioduce soveieigns into cii- 
culation by instructing post offices, paper cuiicncy offices, distiict 
tieisuries and lailways to encodiage receipts and payments m the 
foim of gold com Many of the gold coins thus issued, howevei, weie 
soon returned to the Government who chose, laihei too leadily, to 
legard this as a failuie of the experiment to intioduce people to use 
sovereigns as the medium of exchange 

(11) Issue of notes and rupees —Howevei that may be, the Govern- 
ment felt themselves foiced to resume coinage on a iaige scale m 1900 
The silver lequired for this pm pose was pin chased with the gold m 
the Paper Currency Reseive in London Act II of 1898 refen ed to 
above was intended to be purely tempoiaiy and piovided that the 
gold obtained by the sale of Council Bills and set apait in the Paper 
Currency chest, was to be held by the Secietaiy of State m London, 

‘ until he shall tiansmit the saixje to India, 01 until the Government of 
India shall appiopnate and set apait in India as a pait of the Currency 
Reserve an amount of com of the Government of India equal 111 value 
to the notes issued against the leceipts from the sale of the Council 
Bills’ This Act was extended m the fiist instance to two and a 
half yeais, and again by two years in 1900, when the Secietary of 
State was authoiized to use the gold so leceived by him foi the pm- 
chase of sihei bullion to be sent to India to be coined into lupees, and 

^ As Kemmeier points out, this measme was piactically an adoption of the 
Linrisay Plan by the Go\ernment (only hovi-e\er to reject it a ycai afterwards on 
th{ recommendation of ihi Fowler Committee) For it meant ‘the sale of 
exchange m London bx the Stcietai} of State on the Papei Currency Reserve 
m India^ rates 4*cpi esenting practically the gold export point for London, 
with the primary object of lealizing curiency to meet monetary demands in 
India]’ Kemmeier, op cit , p 102 
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to treat such bullion in tiansit and in pioccNs ol coinage pait ol 
the Papei Cuiiency Reserve The Rcsci\c m London was thus made 
to serve thiee distinct pui poses (a) It piovided funds in London foi 
the purchase of silvei foi coinage whenc\ei nccessaiy (b) It could be 
used to suppoit the Indian exchange, whenevci India had an tin 
favouiable balance of tiade and it was impossible 01 disadvantageous 
to sell Couned Bills The Sccietaiy of State would, in these ciicunl 
stances, use the gold in the Papei Cuiiency Rcser\e to meet his ex 
penses and an equivalent amount would be tiansleiied to the Papei 
Currency Reser\e m India 1 (c) And lastly, it was a fund into which 
payments might be mad6 by the Secietary ol State whenever he sold 
Council Bills in excess of his requirements in order to prevent ex- 
change from rising unduly high and inducing an undesirable ship- 
ment of gold to India Against these payments notes would be issued 
in India 

In igo 2 these provisions weie made peimanent In 1905, £5 mii- 
lidhs, that had accumulated in the Reserve in India, were shipped 
to London to be held in the Paper Cuiiency Chest of earmarked gold 
(not to be used £01 oidmary expenses) at the Bank of England, and a 
stated pait of the Currency Reserve was invested in sterling securities 
Since 1906 a substantial pait of the Paper Currency Reserve came to 
be maintained in the form of gold 

^18 The Gold Standard Reserve — In the year 1900, the Government 
of India proposed the constitution of a Gold Reserve to be kept in 
Indi 5 as desired by the Fowler Committee They proposed further 
that the Paper Cuirency Reserve should gradually revolt to its original 
position and should be used only £01 the encashment of currency 
notes and further that it should consist principally of rupees and secuii 
ties The Gold Reserve, on the other hand, should consist chiefly 
of gold The Secretaiy of State, howevci, decided against this He 
preferied to have the gold located in London and invested in sterling 
securities He held that, since Lonflon was the place in which the 
Reserve would have to be applied on the occasion of the emergency 
against which it was being cieated, London would be the best place 
in which to keep it In this manner, instead of being used primarily 
as a gold redemption fund and for the maintenance of the exchange 
parity of the rupee, the Gold Reserve came to be regarded merely as 
part of the total surplus Government funds and as a kind of ‘ secondary 
reserve ’ The work of maintaining the parity of the rupee fell chiefly 
on the Paper Currency Reserv^e and the sale of Council Bills in Lon 
don, ‘with the lesult that the three funds, namely, the Paper Currency 
Reserve, the Gold Reserve, and the Secretary of State's balances, soon 
found their fimetions confused, the properly fiscal func4^on of the 


^ See §14 
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Iasi fund and the propcily monetary iiiiiction o£ the olhci two being 
aadly mixed ’ 

Accoidmg to the plan insisted upon by the Sccietaiy oi State 
the profits fiom the coinage of lupecs were i emitted to London foi 
investment, and this was ellected by gold being withdiawn horn the 
Papei Cunency Reset ve in London in exchange foi the fiesh lupces 
coined in India In 1906 the difficulty in meeting the demand for 
lupees led to the lormation in India oi a special Rupee Reserve out- 
side the Paper Currency Reserve, called the Silvei Bianch of the Gold 
Standard Reseive^ The Rupee Reserec was intended to prevent the 
exchange fiom using above is , which necessitated the keeping 
open of an unlimited oflei of lupees in exchange foi so\eieigns at 
this late in India The Notification of 189*^3 which had authoiizcd 
the issue of lupces or notes against the tendci of gold as distinguished 
iiom the Biitish gold coin was withdrawn In the meanwhile, the 
piactice of shipping to London gold accumuLitcd in the vaiious 
reserves in India was found to be needlessly expensue, and, theieforc, 
the piactice oi selling Council Diafts wns extended beyond its oiiglnai 
purpose aftei the year iqop when the Sccietary of State announced 
his intention ol offering Council JBills for sale without limit of amount 
at the price of is Jf the cash balances m India weic inadequate 

for this purpose, the demand was to be met by withdi awing r,upees 
fiom the Paper Cunency Reserve in India, an equivalent amount of 
gold being ci edited to the Paper Currency Chest m London The 
pi ice of 15 4!/^^ not being found piohibitive at all times of the ex- 
port ol soveieigns to India, which accumulated with the Indian Gov- 
cinment, it tv as decided to offei Telegiaphic Transfers against sove- 
reigns 111 transit from Egypt and Australia to India, the latc for the 
Tiansieis being between^iv 4^ and 15 (that is, lower than 

that for the Council Bills), so as to make it worth the while of the 
owner oi such sovereigns to divert them from India to London 

In June igoy, the Mackay ^Committee on .Indian Railway Finance 
recommended that one million sovereigns out of the profits on the 
coinage oi rupees in igoy should be spent on 1 ail ways The Sccietary 
of Stale went beyond the Committee and decided to spend on lailways 
in the future one half of any profit on the coinage of rupees, until the 
Gold Standard Reserve reached £20 millions, apparently contemplat 
ing the diversion of the whole oi the profits to the railways after the 
maximum had been reached The Government of India telegraphed 
to the Secretary of State that the portion of the Gold Standard Reserve 
m the form of steiling secuiities should be allowed to accumulate up 

^ Ihe Gold Reseivc erme to be known as the Gold Standard Reserve from 
this date 

For T detailed •explanation of the woikmg of this system see J M Ke)nes, 
Indian Currency and Finance^ pp 114-18 • 
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to £20 millions befoie any such diveision was effected The Sccietary 
o£ State, disappiovmg, adlieied to his decision, wdiich, howevei, he 
had to leverse completely m 1909, owing to the exchange cusis of 
1907 8 

^4 The msis of 1907-8 —On account of a paitial failiue of ciops m 
some paits and the outbreak of actual famine in otheis, Indian expoits 
declined In Eiuopc also, aftci a peuod of prosperity, which 1 cached 
Its culmination in 1907, a decline set in leading to uneniplovment 
and slack business The pm chasing capacity of Emopc was thus 
impaiicd and the situation was aggiavated by the geneiai monetaiy 
sUingencv caused by a financial crisis in New Yoik While Indian 
expoits of jiitc, i\7heat, cotton, etc, fell off, the impoits lose, at least 
in the case of one commodity, namely silver, owing to a heavy fall 
in Its price All these factois contiibuted to the weakening of the 
Indian exchange The stock of sovereigns began to diminish lapidiy, 
and the Exchange Banks uiged the sale of Telegiaphic Tiansfers on 
London This was lefused by the Government, who, how^e\ci, gave 
gold on ceitam conditions (not moie than £10,000 to any one indi- 
vidual on any one day) horn the Papei Guuency Reserve The situa- 
tion glowing ivoise, the Secietary of tale advised the Government to 
offei Telcgiaphic Tiansfeis 01 Reveise Councils on London at the 
late of IS 3 29|32d pei lupee, and himself released gold fiom the 
Paper Ciurency Reseive m London, against a tiansfer of rupees to il 
fioni the tieasuries m India Pie had also to float a steilmg loan 
£4 i |3 millions to keep up his finances, as no Council Bills could 
then be sold He met the demand for the encashment of the Reverse 
Councils by selling the sterling securities in the Gold Standard Reserve 
in the market, even although they had depreciated in value These 
measmes bi ought about an impiovement, and next yeai exchange was 
steady at 15 4^, the revival of the expoit tiadc from India coming 
to the lescue 

U 5 Gold Standard or* Gold Exchange Standard^— In meeting the 
crisis the Government had taken ccitain steps in a somewhat sub- 
conscious and tentative mannei in the duection of the Gold Exchange 
Standaid Gold was at Hist given fieely in exchange £01 rupees for 
internal use, wheieas considerable icliictance was displayed m pro 
viding gold £01 private export abroad This showed that the Go\ em- 
inent had not yet cleaily thought out and definitely adopted the Gold 
Exchange Standaul system But the subsequent sale of Reverse Coun- 
cils established a piccedent, which bi ought the Indian cuiiency system 
appreciably nearer the Lmdsay Plan The practice of paying out 
mpees and notes m India against deposits of gold in the Papei Cur- 
lency Reserve in London had already been in vogue foi some time, 
and in 1904 the Secretaiy of State had declaied his wllingif?!;ss'^o keep 
the tap tinned on indefinitely and sell the Council Bills to an un 
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limited amount at a fixed 1 ate In 1907-8 the sale ol Re\cisc Councils, 
providing foi the convex sion of rupees into sterling for in tei national 
purposes, may be said to have put the coping-stone to the edifice ol the 
Gold Exchange Standaid 

All the same, howevei, the Government of India had not yet 
formally accepted the whole gospel of the Gold Exchange Standaid, 
and fox some time after the ciisis of 1907-8, we find them occupied 
in putting forwaxd proposals which diveiged in impoitant paiticulais 
from the Gold Exchange Standard system as it came to be established 
eventually Fox example, they had not yet leconciled themselves 
completely to the location of the Gold Reseive in London and had 
not quite made up their mind about preventing the cn dilation of gold 
as a currency medium in India 

The steps taken in ordei to meet the cxisis had lesuited in a 
serious depletion of the Government’s gold resources In London, the 
sovereigns in the Cuirency Chest were 1 educed from £7 millions to 
£ip^ millions, while in India the whole stock of gold was exhausted^ 
The Government were thus impxessed with the necessity of enlarging 
the Gold Resei\c so as to enable them to meet such ciises with greatei 
equanimity in the futme In 190*9, they jDioposed to the Sccxetaiy 
of State that £55 millions should be legaided as the minimum neces- 
sary for safety, and that, until this figuxe was 1 cached, no portion of 
It should be diverted for capital expenditure on lailwa^s They also 
recommended that the Gold Standaid Reseric should be maintained 
in a more liquid foim ** 

The Secretaiy of State icpliecl that £25 millions both m the Gold 
Standaid Reseive and the Papei Curiency Resci\e togeihei would, in 
his judgement, be the piopei standaid, and that so long as this com- 
bined total was not reached, no diversions would be made fiom the 
Gold Standard Reserve, and that the question might be reconsideied 
theieaftei , 

He did not wholly agiee to tile othei pioposal about maintaining 
the Reseive m a liquid foim, but decided to keep £1 million of the 
Gold Standaid Reseive liquid by allowing this amount to be lent foi 
shoit periods on approved secuiities to appioved boiiotveis in. Lon 
don, and to invest the lest in high-class sccuiities with a ncai date of 
redemption, 01 in Consols and othei approved stock 

In 1912, in defeience to the wishes of the Government ol India 
and in view of public ciiticism m India, the Sccictaiy of State decided 
that £25 millions should be the standaid foi the Gold Standaid Re- 
serve, and that £5 millions in gold should be eaimarked as deposit in 
the Bank of England - 

See H r Ifow ird, India and the Gold Standard^ p 35 
~ See Findlay Slnrras op cit , p 215 

• * » • 
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In taking the \'anous steps desciibcd abo\c, the Goveinmcnt had 
almost m spue ol themsehes steadily deviated hom the stiait and 
nariow path ot the gold standaicl lecomniended by the Fowler Com- 
mittee, and by a succession ol oppoitunist measuics wcic finall) led 
into the scheme piopoundcd by Lindsay The system as it developed 
had not been thought ol in 1893 and was opposed by both the Go\ein 
ment and the Fowlci Committee m 1899, noi is it possible to point 
to any single date at which it may be said to luuc been delibciately 
adopted 

Pioposals loi gold coinage and a gold mniL weie ieM\ed at the 
instance of the late Sir Vithaldas Thackcise), who mo\ed a icsolu- 
tion to that effect in 1912 m the Imperial Legislative Council Nego 
nations in this connexion lasted foi about a ycai, when it was decided 
to refci this question along with otheis to a Ciiiiency Commission 
which was contemplated 

£16 The mechanism of the Gold Exchange Standard — Mi | M 
Keynes, one of the ablest exponents ot the system, the evolution ot 
which has been uaced above, and which remained m lull opei ition 
£iom 18989 to 1915 16, summaii 7 es and explains its main fcatuics as 
follows ‘(1) The lupee is unlimited legal tender and, so fax as the 
law provides, inconvertible (2) The sovereign is unlimited legal 
tender at £1 to 15 rupees and is conveitible at this late, so long as 
the Notification issued in 1893 is not withdiawn, 1 e the Goveinmeni 
can be lequiied to give 15 rupees m exchange foi £1 (3) As a inaitei 

of administrative practice, the Government aie, as a rule, willing to 
give sovereigns for rupees at this rate, but the practice is sometimes 
suspended and large quantities of gold cannot always be obtained in 
India by tendering rupees (4) As a matter ol admmisti ative practice, 
the Goveinmcnt will sell in Calcutta, m return foi rupees tendered 
there, bills payable in London at a late not moic unfai^ourable than 
1^ 3 29|32d per rupee 

* The fomth o£ these provisions is the vital one foi supporting 
the steiling value of tht iiipee, and although the Go^eininent ha%e 
given no binding undertaking to maintain it a failuic to do so 
might fairly be held to involve an utter bieakdown of then system 

*Thus the second provision pi e\ cuts the steilmg \aliie of the 
rupee hom using above 4^ by more than the cost of remitting 
sovereigns to India, and the fourth provision prevents it from falling 
/ below IS 3 29 1 32 d This means in practice that the extreme limits 
of variation of the sterling value of the lupee are 1^ and 

1^ 3 29!3scr^ 

It was claimed foi the Gold Exchange Standard that, while it 
was much cheaper than a gold standard and a gold currency, it en- 
sured all the advantages of the latter In India it is oljytc^is that the 

op Cit , pp 6-7 Elsuvhere (p 20), Mr Kf^ynes describes the essentials of 
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piincipal object of the s^'Stem was the mamtcnaBce of the lupce ai 
par with gold When exchange showed signs of weakness, the Govciu- 
ment were expected to come out as scllcis of stcilmg (Revcise Coun 
cils), and when the lupee was tending to appieciatc, to come out as 
sellers of the local cuiiency (Council Bills) \nd the effectiveness 
of such Government mtcifeience depended upon the adequacy of the 
gold and lupee rcseives 

§17 Council Drafts system — The s)stcm ol Rc\eise Councils and 
Council Bills was an impoitant pait of the Gold Exchange Standaid 
system during the pre-wai pciiod But the Government had ncvei 
bound themselves by law to sell Revcise Councils 01 sterling bills, 
and, moreovei, occasions foi selling them wcic comparatively raic 
But, as we have already seen, the system of Council Drafts (Council 
Bills and Telegraphic Transfeis) was the flywheel of the machmoiy 
for the management of Indian cmiency, exchange, and finance 

The practice of di awing funds from India by the sale of bills of 
•exchange on India dated fiom the time of the East India Company^ 
Up to 1893, howetei, the sale of Council Diafts was, as a lule, limned 
by the actual requnements of the Secietary of State foi meeting the 
Home Cliaiges The system enabled the Secietaiy of State to obtain 
funds at as favourable a late as possible It was also convenient to 
iiadc as pioviding a leady means of settling i laige pait of debts 
due to India Irom foieigners on account of India’s smplus of cxpoits 
over imports In lact it was the existence of this suiplus m noimal 
limes which made the system of Council Dial ts possible and piofitable 

Eoi some ycais aftei 1893, a negative use, so to say, was made 
of the system for foicing up the exchange \alue of the lupce by a 
temporal y cessation of the sale of Council Diafts This had the effect 
of making the lupee less fieely available and tended to raise ils piicc 
in terms of sterling 

We have alieady seen how, in 1898, aftei the lupee had at last 
iisen to 15 |.d. Act II of authoiizcd the sale of Council Diafts 
against gold set aside at the Bank of England as pait of the Indian 
Paper Currency Rescive, and notes of coiiesponding value were issued 
in India to meet the Council Diafts The object was not mciely to 
draw funds fiom India to meet the Home Chaiges, bui quickly to 
expand the cuiicncy m times of monetaiy stiingency m India, as an 
alternative to the shipment of soveieigns to India on piivate account, 

the Gold Exchange Standard as ‘the use of a ioc il cuirency mainly not of gold, 
some degree of unwillingness to supply gold locally in exchange for the ioca! 
currency, but a high degree of willingness to sell foreign exchange for payment 
in local cutroncy at a ceitain maximum rate, and to use foieign credits in Older 
to do this 4 ^ 

^ The following account is slightly abiidgecl fiom tjje Chamhevlain Com^ 
mission Report, pars 170-6 4 
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when the Go\crnmciiL oi India had no surplus treasuiy balances with 
which to meet Council Diafts 

A furthei step was taken when gold accumulated in London, and,, 
repiesenting the piocceds of the sale of Council Diafts against the 
issue of notes in India, was legaided as available for the pin chase of 
silver foi coinage m India Since 1904, as already seen, an olfei to 
sell Council Bills was kept standing A similai tiain of events icsulted 
in the issue b) the Secieiaiy of State, as occasion lequired, of noiifica 
tions offeiing to sell Council Diafts against soveieigns in transit from 
Australia or Egypt to India, the motive being to avoid the expense 
and the waste invohed in the shipment of sovereigns first to India 
and then to London foi the pui chase of sihci, sovereigns beyond a 
paiticular limit not being lequned in India 

In 1909 and 1910, Council Drafts weie fieely sold to obtain gold 
m London in place of the laige quantities of lupees, which had accm 
mulated m the Gold Siandaid Reseivc in India thiough the sale of 
Reverse Councils in London during the ciisis The effect of this was 
to bring the Gold Standaid Reseive Fund back to London 

Piofits on the mintage of lugecs, which necessarily fust took the 
foim of rupees, were conveited into steiling m London, the rupees 
which represented the profits being issued in India to meet the Council 
Drafts sold in London 

The considciation affecting Council Diafts^ thus came to be veiy 
much widei than the meie question of putting the Secietary of State 
in ^unds for paying the Home Chaiges To this purpose was added 
that of securing the convenience of trade and that of so manipulating 
the disposition and location of the lesouices of the Government as to 
give the fullest effect to Government policy in matteis of currency,, 
exchange and finance 

118 ThgJ DhamM dam Commission— In view of the pasistent and 
severe criticism of the Government’s cuncncy and exchange policy, a 
Commission was appointed in April 191^ with Mr (latei Sn) Austen 
Chamberlain as its Chaiiman, and it reported in Febiuary 1914 Its 
conclusions and recommendations were as follows 

(1) The establishment of the exchange value of the lupcc on a 
stable basis was a mattei of the fiist impoitance to India (11) The 
measures adopted for the maintenance of the exchange \alue of the 
rupee had been necessaiily and rightly lather supplementary to, than 
in all respects dnectiy m pursuance of, the lecommenda tions of the 
Committee of 1898 (m) The ciisis of 19078 was the only occasion 
on which they had been severely tested, and they weie found to 
work satisfactorily then Owing to lack, of experience in woikmg 

X T> t * 

Replaced, since 1-923-4 by the system of pm chase of sterling m India, which 
IS discussed m the next ch^ptc^- 1§34) 
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the machinciy and the absence of any plans fully worked out in 
advance loi dealing with such a crisis, the Government did at first 
make mistakes Foi example, the India Office seemed to believe that 
the sole, 01 at least the main, purpose of the Gold Standard Reserve 
was to meet the lequnements of the Secietary of State in London, 
when Council Bills could not be sold, while the Government of India 
made the mistake of lefusing to give gold Irom the Papei Currency 
Reserve loi export, though allowing their gold to be drained away 
lor internal use Both the authorities failed to lealizc that the prin 
cipal use oi a gold leserve is that it should be iieely available foi 
foreign leniittances whenever the exchange falls below specie point 
^These mistakes, howevei, weie very quickly icctified m practice, and 
the steps taken to restoic and maintain exchange proved adequate 
(iv) The history of the previous fifteen yeais showed that gold cm 
lency m active ciiculation was not an essential condition of the gold 
standaid, which had been firmly secured without this condition (v) It 
would not be to India’s advantage to encoui age an increased use of 
gold in the internal circulation (vi) The people of India neithei 
desired nor needed any considerable amount of gold foi circulation 
as cuirency, and the currency most ^enei ally suitable for the internal 
needs of India consisted of lupees and notes (vii) A mint foi the 
coinage of gold was not needed £01 purposes ot cuiiency oi exchange, 
but if Indian sentiment genuinely demanded it, and the Government 
of India 'weie piepared to incur the expense, there was no objection 
e in principle to its establishment eithei from the Indian 01 the Im- 
pel lal standpoint, provided that the coin minted was the sovereign 
{01 the half-soveieign) , it was pie-eminently a question m which 
Indian sentiment should pievail (viii) If a mint foi the coinage of 
gold was not established, lefined gold should be received at the 
Bombay mint in exchange for cmiency (ix) The Government should 
aim at giving the people the foim of cuuency which they demand, 
whether lupees, notes or gold, but the use of not^es should be encour- 
aged (x) This internal cun ency ’“should be supported foi exchange 
pui poses by a thoroughly adequate reseive of gold and sterling 
(xi) No limit should be fixed to the amount up to which the Gold 
Standard Reserve was to be accumulated Reliance ought to be 
placed on the Papei Currency Reserve £01 the sujiport of exchange 
only in so far and so long as the Gold Standard Reserve was not 
adequate to suppoit the burden by itself (xii) The profits on the 
coinage of rupees should, £01 some time at least, continue to be 
Cl edited exclusively to the Reserve (xin) A much laiger proportion 
of the Reseive should be held in actual gold By an exchange of 
assets between this Reseive and the Papei Currency Reserve, a total 
of about ^io%millions m gold could at once be secured This total 
should be laised, as opportunity offeied, to £15 imllions, and theie 

-* I 
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altei the aiuhoiitics should aim at keeping one halt ot the total Resei've 
in actual gold While n was unnecessaiy and wasteful to hold the 
whole of the Gold Rcsei\c in gold the loss horn enfoiced leahzation 
ot secuiities in a tune ot ciisis should be guaided against by maintain- 
ing a sufficient amount in liquid toim (viv) The Indian blanch of 
the Gold Standaid Reseue should be abolished as it had given rise 
to much ciiticism, and was icsponsiblc foi much confusion and doubt 
as to the efficiency of the Reseive (xv) The propei place toi the location 
ot the whole of the Gold Standaid Reseive was London (x\ i) The Gov- 
eminent should definitely undeitakc to sell bills in India on London at 
the late ofi 5 ssgigsd pei lupee whene\ei called upon to do so ^ 

The Commission thus gave its most unstinted appioval to the 
nondesciipt cuirency system, which had been evolved moie or less 
fouuitously The Government had not always felt \eiy comfortable 
under it, and lesponsible officials still spoke occasionally as if they 
legarded the Gold Exchange Standard under which India found itself, 
as merely a wayside inn, the leal destination being a gold standard 
with Its usual accompaniment of a gold cmiency- 

In 1912 , the Government of India, m sympathetic lesponse to the 
agitation in the countiy m favouj: oi a gold mint in Bombay which 
culminated m Sir Vithaldas’s resolution refeiied to abo\e, addressed 
the Secretary of State on the subject urging him not to turn a deaf 
cai to the populai demand £01 a gold coinage The Chamberlain 
Commission, however, attempted to give a new turn altogether to the 
Government’s thoughts They practically assuied them that, without a 
knowing it, they had put India into the forefiont of nations m cui- 
rency matters by adopting the Gold Exchange Standard system 

Before the Government had had enough time to consider and 
gi\e effect to the vaiious lecommcndations oi the Chambcilain Com- 
mission, the wai intcivened and cieated an altogethei novel set of 
conditions and raised new pioblems which wc now pioceed to discuss 

^^^ErncTs or rim War or 19^24 18 on Indian Cxjrrencv^ 

The first period (August 1914 to autumn 1915) — The effects of 
the war may be considcied undei two mam peiiods ( 1 ) The fiist 

^ Chamheflam Comnu^non Refyoit pai 223 

- Sir James Melton, speaking m the budget debate of 1910, used the follow- 
ing words *We have linked India with the gold countiies of the world Wc 
ha\e leached a gold exchange standard, which we aie steadily developing and 
improving The next and final step is a tiue gold curiency That, I have 
mtry hope, will come m time, but we c innot foice it The backwardness 
of our banking arrangements, the habits and suspicions of the people, the 
infancy of co-operation- — 'all stand in the way But the final step will come 
when the country is ripe for it I trust that it will not long be delayed, foi 
when it comes, it will obliterate all the mistakes, ill the inconveniences, all 
the artificialities, of our present position ’ ^ 
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peiiod extends fiom the outbiecdv oi wai in August 1914 to autumii 
1915 Tins w IS cl peiiod ol dislocation in\oi\ing a general weakening 
ol the cauciicy and exchange position 

(11) The second peiiod ialls benveen autumn 1915 and the end ol 
1919 This ma) be consideied as a j^eiiod ol levival and was cliaiac- 
teii/cd b} gicat vigoui in pioduetion Jt witnessed a veiy Luge use 
in the exchange and an unpiecedented use m the gold puce oi sihei 
The outbieak of tiie wai dealt a lude shock to public cox^fideiiee 
dud caused a general dislocation oi iiacle and business The pimeipal 
symptoms ol this weie a weakening oi the exehange, withcli aw^als ol 
Savings Bank deposits, a demand loi ihe encashment oi notes^ and 
a lun on the Inch in gold stocks 

The Govcinment met the situation bv piompt iTKasiues which 
helped the early lestoiation ol conhdence The weakening ol ex 
change was met by olfeimg Reveise Councils, which weie sold to 
the extent ol about £8 millions up to JBebiuaiy 1915, when the 
demand loi Council Bills revived, and apait horn shoit spells of 
weakness, Indian exchange remained stiong thioughout the secoiitl 
penod, theie being a \eiy laigc demand ioi Council Bills, the whole 
of which could not be met 

A large amount— Rs 6 cioies out ol i total oi Rsa^i/^ crores— 
w^as withdrawn from the Savings Bank deposits in the fiist two months 
ol the wai The net withdiawals amounted to Rs8 ciores, till the 
tide turned in 1915 16 The demands weie iieely met, and this 
pioved useful in lestoiing confidence and atti acting back the deposits 
which again rose to Rs 18 cioies by the end oL 1918 19 (1 c RsTp^ 
crores less than the oiiginal amount) 

The demand £01 the encashment of nous was also ficely met, 
notes of the value of Rs 10 croies being letuincd to the Tieasmies 
up to Maich 1915 But Iiom that time onwaicls theie was a steady 
mcicase in the note cnculation 

Lastly, theie was a lun on the Indian gold ^tock, which took the 
form of a keen demand foi gold m exchange foi notes Piecautions 
against the internal use of the gold so accpined pioving useless, the 
issue of gold to piivate persons was altogethei stopped, and notes 
TV’erc paid aftei that in silvci com only 

Ail these embairassmg symptoms disappecued by the end of the 
fiist period The Government on the whole may be said to have 
faced the situation boldly and successfully Public confidence was 
lestored by the assurance given to the banking and commeicial com- 
munity of adequate and continuous facilities foi lemittance abioad 
and by the readiness with which the Government encashed cuirency 
notes as they weie piesented 

Comnntte^ 19T1 The ^^ffects of the present wai on Indnn cunenc\ aie ie\ie\^ecl 
ir the next chapter > 
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^20 The second penod (autumn 1915 to the end of 1919 ) — After 
the fust shock of the wai had passed away, the cuiiency mechanism 
worked smoothly foi some tune, and it was not till the end of 1916 
that acute complications aiose There was a lapid use m the puce 
of silver and an inci easing difficulty of obtaining it to meet the heavy 
demands foi silvei coins in India 

In the fiist place theie was a hea\y excess of expoits o\ei 
imports, and the balance of trade, which was at the outset of the 
wai unfavourable to India, became now embairassmgly favourable 
Although the export tiade had at first sufteied on account of the 
wai, It made a steady lecovery, thanks to the insistent demand for 
India’s expoits on the part of the Allies for the prosecution of 
the wai The impoit tiade, on the othei hand, suffered more, as 
we have alieady seen^ The result was that thcie lemamed a large 
excess of exports ovei impoits to be liquidated 

To make the situation still moie difficult, the Government of 
India had to incur heavy (lecoverable) expenditure on behalf of 
His Majesty’s Government Horn 191 ^ to Becembci 1919, £240 
4nillions had to be so spent on military equipment in the eastern 
theatres of the wai and to meet ctoI expenditiue in occupied teiritoi\ 
In addition to this, aiiangements had to be made tor the financing 
of purchases m India, on behalf of some of the Dominions and Colonies 
and also loi the Afiican impoxteis of Indian produce 

The combined effect of these factors was to create a heavy demand 
for Jndian cuiicncy The decrease m the impoits of precious metals 
on account of the restrictions placed on then export by foreign 
Governments fuither added to the ticklishness of the situation 
As the pie-wai methods of liquidating the favouiable balance were 
not available, the Go\einment had to provide some sort of a subsii 
tute to pi event the paralysis of the expoit trade so vitally neccssaiy 
for the successful piosecutmn of the wai They liaci theiefoie, 
to sell Council Bills ^in London on^a very laige scale by way of pio- 
viding means of lemittance to pay foi Indian expoits To meet 
these Bills it became necessaiy to undeiiake extensive coinage of 
lupees This was a task which presented almost insuperable diffi- 
culties as vaiious ciicumstances conspired to send up the puce of 
silver to undreamtof heights 

§21 Rise in the price of silver — The pnncipal factor which dominat- 
ed the currency situation was the extiaoidinaiy rise in the price of 
silver There was a great shoitage of the supply of the white metal 
as compared with its pie-wai level of pioduction, owing to internal 
disturbances m Mexico, and a great increase in its cost of pioduction 
On the other hand, theie was an unusually keen world demand 
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ioi the metal mainly loi cuirrcncy, on account o£ the shoitage oi 
gold and the almost universal anxiety on the part o£ belligerent 
and neutral Governments to conserve then supplies ol it The 
heaviest demand came from India and China We have aheady 
seen that the buiden of liquidating the favouiable balance of trade 
and finding purchasing power £oi the expenditiue on behalf of 
the British War Office was mainly thrown on the Government of 
India and took the form o£ large demands £oi the local curiency, 
especially for lupecs The demand was furthei accentuated by the 
melting of rupees (notwithstanding its prohibition by law), when 
the intrinsic value of the com exceeded its face value in the com sc 
of the groat use m the price of siHei Anothei factor which 
opeiated in the same diiection was the influence ol the dollai- 
sterling oi the New York-London exchange When in Maich 1919 
the sterling dollai exchange was deconti oiled, it made a fuither move 
against England, 1 caching eventually as low a limit as *$3 40 
£1 sterling 

Now the chief payment for sihei pui chased foi India by the 
Secietary of State had to be made to America in tcims of clollais 
and the progressive depreciation® of steiling laised the London 
s telling price and was bound to raise the lupee price of silvei 
also, unless the rupee was given a correspondingly higher steiling 
value 

Having explained the causes of the rise of silver, let us now £ol 
low its meteoiic flight In 1915 the highest price of siNcr was 27 pwice 
|3ei ounce In 1916, a maximum of 37 pence was 1 cached In August 
1917, It exceeded 43 pence per ounce (which was the bullion par of 
the rupee, 1 e the price at which the exchange value of the lupee at 
IS 4d was equivalent to its bullion 01 intrinsic value) In Septem- 
ber 1917 the price lose to 55 pence The United States, Great Biitain 
and Canada, howevei, came to the rescue, all of them instituting a 
contiol over the trade m silver ^nd prohibiting its export except 
under a license and later on except at a specified pi ice These 
measures lesulted in the price of silver being kept within the limits 
of 41 an d 49 pen ce per ounce But in May 1919, the United States 
and the United Kingdom withdrew this contiol and a fuithei use 
m the puce of sihei occurred In the same month it i cached 58 
pence pei ounce, after which it continued its upwaid caicer through- 
out the year, 1 caching the level of 78 p ence m Decembei The 
highest point was attained m Februaiy 1920, when the London quota- 
tion rose to liQ^j^ence per ounce 

?22 Measures taken by the GoYernment -*—(1) Govevimeni control of 
exchange ■:^A£teT the country had lived down the fiist shock of the 
wai, the demand for' Council Bills revived with the revival of the 
expoit uade It was fairly normal till Oc\oli,er 1916, aftti which it 
11—18 ’ 



INI>I 4 lN economics 


f>74 

lapidly inci eased owmg to the using tavouxabie balance which, we 
saw, could not be liquidated by the normal method o£ fice impoits 
o£ specie This icsulted in the depiction of the rupee leseives in 
India, endangering the convertibility ol the notes In December 
1916, thciefoie, lestrictions weie imposed on the sale oi Council Bills, 
and the sale of Intci mediate Councils was stopped, with the result 
that theie was a di\eigence between the market late of exchange and 
the Government late This w^as detiimental to the export tiade, 
which It was essential to maintain unmteriupted fox the successful 
conduct of the wax Theiefore, ccitain measures of contiol wexe 
instituted by the Government, exchange being fixed at u 4-]£d in 
Januaiy 1917 The sale ol Council Bills was confined to some selected 
banks and films, and these were icquiied to do business with third 
pax Lies at the pi escribed latcs, applying ihcir lesouices mainly to cei- 
tain selected ai tides of export of impoi lance to the Allies With the 
co-opeiation of the hanks assisted by these contiol measuies, fiuthei 
fluctuations in the exchange weie pi evented foi some time 

(11) Raising of exchange 'iate—XexY soon, howevei, it ivas found 
that these measuies weie not of substantial use m maintaining ex 
change stability owmg to the lemaikable rise m the price of sihei 
The Government could not go on selling rupees to the public at 
16 pence when the cost of manulactuiing a rupee became 18 pence, 
20 pence and so on, with the successive rises in the pi ice of silver 
The Goveinment did not enteitam the suggestion made by some 
people m India that this loss should be debited to the Gold Standard 
Reseive, since it was meant foi the very purpose of maintaining ex- 
change stability They denied that the Reseive was intended foi 
such use and dctei mined to shift this loss on to those who wanted 
lupees from them 

In puisuance of this policy, exchange was raised to is in 
August 1917, and slpitly aflexwai ds the Secietaiy of State announced 
his intention to base the lates of ^exchange on the sterling price of 
silvei, laismg them as the lattei lose^ The lesult is shown m the 
lol lowing figuies 

The maiket late and, latei on, the lates foi the sale of the 
Revel se Councils, when these were sold fiom Februaiy 1920 onwards, 
weie in the peiiod fiom January to March 1920, 2s 6d , 2s Sd 
2S lod and 2^ 11c?, the highest xate being 1 cached m the caily months 
of 1920 

^ This announcement equivalent to dcclaimg the lestoralion of the silver 
sLandaid in India like the one that m existence befoie 1873 From 1873 
to 1893, measuie of value m India v^as fluctuating with changes in the gold 
prices of siKci The gold pi ice of 165 grams of silver at any moment was the 
measure of value foi tlie exchange of goods m India ^ The saf^e true now 
in Mew of the conditions desnibed above * — ^Vakil and Mmanjan, Currency 

and Puces m India, p 112^ j - 
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Changes in the Raie 3 of Exchange 


Date 

Evchange in 
Sterling 

Date 

1 

Exchange in 
Sterling 

3 January 1917 

IS ^Id 

12 August 1919 

lod 

28 \ugust 1917 

IS sd 

15 Septembei 1919 

2 s od 

12 April 1918 

IS 6d 

22 Novembei 1919 

2S ad 

13 May 1919 

I? Sd 

12 Decembei 1919 

26 ^d 


(ill) Purchase of silvei —Special measures had to be taken to im 
crease the supply of cuiicncy^ sihcr being purchased foi the purpose 
Itom February 1916 To lemove competition from private puichaseis 
111 India, the Government piohibited the import of silver on private 
account from Septembei 1917 In 1918, as the result of negotiations 
with the Government of the United States, the latter passed the 
Pittman Act which author i/ed the sale of the silvei in the reserve 
The Government of India thus phrehased 200 million ounces of pure 
silver at 101 1/4 cents per ounce fine 

(iv) Conservation and economy of silver —Further measures were 
taken foi the conseivation and economy of silver Currency legisla- 
tion was passed in June 1917, piohibiting the melting and export of 
gold and silver coins Notes of the denomination of 1 and rupees 
were issued in December 1917 In January 1918, for the first time, 
nickel coins of the denomination of 2 annas, 4 annas and 8 annas 
were issued and made legal tendei up to one rupee From June 1917, 
the Government acquired gold imported on private account at a price 
based on the sterling exchange value of the rupee, irrespective of the 
jriemium on gold Notes were issued against gold so acquired, and 
gold mohurs and sovereigns w»ie coined and issued as currency to 
supplement the silver curiency When the lestiictions on the export 
of gold from America were removed in June 1919 and the gold mar- 
kets of South Africa and Australia became free, more gold was im 
ported into the country and acquired by the Government To en- 
courage Its import, they raised the acquisition puce so as to include 
the premium on gold as compared with steiling Gold so obtained 
was sold to the public fortnightly from August 1919 with the object 
of lowering the premium on it 

(v) Inflation of paper currency —'Kehel was also sought in an 
increase of the note issue without the usual metallic hacking Fur- 
ther, restrictions were placed on its convertibility, such as suspension 
of the extra-legal f 2 .cihties foi conversion Another remedy resorted 
to was a limitation of daily issues of lupee^ tq single tendei ers of botes 
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(vi) financial measuies -The orclmaiy and the capital expendi 
ture weie kept as low as possible, and additional taxation w^as imposed 
to increase the Government's pui chasing powei Further, large rupee 
loans were floated in India bunging in Rs 130 ciores in three yeais 
(1917, 1918 and 1919), a phenomenal figuie as compaied with the 
pre-wai figmes and expectations Short-teim Treasury Bills of from 
three to twelve months' duration were also issued in considerable 
quantities from Octobei 1917 

All these measuies materially assisted the meeting of the heavy 
demands foi remittances to India and the dnect demands for currency 
theie 

§28 The Babmgton Smith Committee —The w^ai had broken out while 
the 1 ecommendations of the Chambeilam Commission weie still under 
considciation, and, as we have just seen, the events of the war yeais 
had laised a crop of fiesh pioblems and new difficulties The Secre- 
tary of State, therefore, appointed, on 30 May 1919, another expeit 
committee under the presidency of Su Heniy Babmglon Smith 

As the Smith Committee lemark *Foi the cun ent operations of 
trade, stability [ of exchange ] is an important facility rather than an 
essential condition ’ But the evils of instability are intensified if 
the movements of exchange aie brought about not by economic causes 
but by admmistiative acts The possibility of official intervention 
makes it difficult for the commercial community to provide against 
the risks of fluctuation Stability of exchange, theiefoie, is particu 
larly important in an unautomatic cuiiency system like that of India 
The question whether the exchange shotdd be stabilized at the 
old level or somewhere neai the new level which it had reached, was 
decided by the Committee in favour of the latter alternative, on the 
ground that it would shoiten the period of unceitamty and prevent 
economic dislocation and social discontent The following is a sunri' 
mary of the mam recommendations of the Committee ^ 

(1) The rupee should remain tinlimited legal tender (11) It 
should have a fixed exchange value which should be expressed in 
terms of gold at the rate of one lupce foi 11 30016 grams of fine 
gold, 1 e one-tenth of the gold contents of the sovereign (111) The 
sovereign previously rated by law at fifteen rupees should be made 
legal tender in India at the levised ratio of ten lupees to one sovereign 
(iv) The impoit and expoit of gold should be freed from Government 
control as soon as the change m the statutory late to Rs 10 had been 
effected, and a gold mint at Bombay should be opened for the coinage 
into soveieigns of gold tendered by the public (v) The notification 

^ The summaiy has been taken from Appendix 3 to the Report of the Hilton- 
Young Commission on Indian^ Currency ^ i92£;-6, but the **recommpuciations with 
regard to the constitutiCn and location of the Paper Currency Reserve have been 
•omitted here 
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o£ the Government undertaking to give rupees for soveieigns should 
be withdrawn (vi) The prohibition of the private import and export 
of silver should be removed and the impoit duty on silvei should 
be repealed unless the fiscal position demanded its retention (vn) 
The Gold Standard Reserve should contain a considerable pioportion 
of gold and the aim should be to hold the lemamdei of the Reseive 
in securities issued by Governments within the Biitish Empire (othei 
than the Government of India) maturing within twelve months A 
portion of tlie gold held in the Reserve, not exceeding one-half, should 
be held in India 

The recommendation to fix the exchange value of the lupee at 
gold was qualified by the following rcmaik 
'If, contrary to expectation, a great and rapid fall m woild puces 
’ivere to take place and if the costs of pioduction in India fail to 
adjust themselves with equal rapidity to the lowei level of puces,, 
then It might be necessaiy to considei the pioblem afiesh ' 
k 24 : Govemmenfc action on the Report ^ — The Go\ eminent accepted 
the Committee’s recommendations and took the following steps‘s to* 
put them into force 

(i) Control of exchange —In J^anuary 1920 the demand for Council 
Diafts had ceased and a strong demand £01 Reverse Councils had set 
ill During January the drafts had been sold at a late based on the 
late of 2s 4d, which had been fixed for the sale of Council Bills 
But in compliance with the Committee’s recommendation, the Gavein- 
inent notified that Council Drafts and Telegiaphic Transfers would 
be offered for sale weekly by competiti\e tender with no fixed himi-' 
mum rate , and that, in futme, Reverse Diafts and Telegiaphic Trans 
feis would be offered in India, when occasion so required, at a rate 
based on the sterling equivalent of the piicc of 11 30016 grains ol 
fine gold as measuied by the picvailmg sterling dollar exchange, less 
a reduction representing the cost of remitting gold 

(11) Change in the legal tender value of the^soveietgn —The mtei- 
iial ratio of one sovereign for Ks 10 could not be m^ade effective so 
long as gold bullion continued to command a high premium over 
the price indicated by the laiio recommended by the Committee 
We have already seen how, as far back as 1917, the Government had 
started the compulsoiy acquisition of gold imported on private ac- 
count and how they had begun from September 1919 their series of 
fortnightly sales of gold with a view to reducing the piemiuip on it 
Gold, however, still commanded a high piemiiim ovei the price lecom- 
mended by the Smith Committee In Februaiy 1920, the Government 
announced that, during the next six months, a minimum of 15 million 

^ See Report of the Royal Commission on Indian Currency and Finance ^1925), 
vol II, 3 , (ijso H Stanley Jpvons, Money, Banktncf and Exchange tn 

Jndia^ ch xv 
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tolas o£ fine gold would be sold, but this onginal piogrammc was 
extended by furthei sales in August and Septembci After selling a 
large quantity at an aveiage late ot Rs 2^ pet tola, the gold sales 
were stopped in Octobei 1920 and the puce ol gold, which had been 
controlled to some extent by the Government sales, again went up 
This part of the Government’s policy must theiefoie be pionounctd 
a failure 

By Ordinance No III of 21 June 1920, soveieigiis and h di- 
sovereigns ceased to be legal tendei in payment 01 on account, but 
provision was made for then acceptance by the Government at the 
ratio of Rs 15 dining a moratoiium of 21 days, on the expiry of 
which the lestrictions on imports of British gold com were also with- 
drawn The sovereigns and half-sovereigns tendei cd at the currencs 
ofEces and treasuries in the 21 da^s duiing which the moratoiium 
continued amounted to about £2!/^ millions 

The Curiency Committee’s recommendation that the soveicign 
should be made legal tender in India at Rs 10 instead of Rs 15 was 
git^en effect to by the Indian Coinage (Amendment) Act, No XXXV 1 
of 1920 This Act lestored the legal-tcndei charactei of the sovereign 
and, half-sovereign which had been suspended by Ordinance No 111 
of 21 June 1920 The late fixed by the new Act was Rs 10 to the 
soveieign and instructions were accordingly issued to treasuries and 
currency offices that sovereigns and hal£-so\ ereigns, if presented, should 
be received at the rate o^ Rs 10 and Rs 5 respectively, but that the^ 
should not be issued As the market price of the sovereign continued 
to above Rs 10, it never functioned as cuirency at the new ratio 
It was theiefoie thought unnecessary to open a gold mint in Bombay 

(m) Abolition of wan-time lOstucUons —In February 1920 the 
prohibition on the import of silvei (but not on export) was removed 
and also the impoit duty of fom annas per ounce which had been 
levied was abolished Similarly, the war-iime notifications which had 
been issued prohibitiijg the use of gold and siivei coin otheiwise than 
as cuirency, 01 dealing m them at premium, were also cancelled 
The fall m the puce of silver and the return of silvei com from 
ciicuiation, which commenced m May 1920, made possible the aboli- 
tion of the lemainmg war-time lestnctions on the movements of pic 
cious metals On 21 June the restrictions on the impoit of gold bullion 
and foreign com were lemoved A few days latei icstiictions on the 
use of silver for making payments on behalf of the Government weie 
withdrawn, and tieasury officers were instructed that payments should 
in future be made in the form of curiency desired by the pavee 
Steps were also taken in the diiection of renewing the extra-legal 
facilities (foi conversion of notes into rupees) which had been tern 
poianly withdrawn The treasury officers, foi exampje, ^werc in* 
stiucted as far as possible to give silvei in exchange foi notes if pie- 
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sented in icasonabiy small quantities In shoil, so fai as silvei was 
concerned, full eftcct was given to the i ccommendations of the Cuiienrv 
Committee bcfoie the end ot 1920 

The measmes taken with lefeicnce to the icconstitution ol the 
Fapei Cuiicney Resei\e xvill be lefciied to laiei on (§33) 

^25 Sale of Reverse Councils —Wc must now iccount in gicatei detail 
the Government's attempt to maintain the new latio of 2S gold and 
the ghastly lailuie with which it met On the date of the publica- 
tion of the Smith Committee’s Rcpoit the Amciican cioss-iatc"^ had 
leached the low level of £1 $3 65 It was obvious that the existing 

late of the lupec steiling exchange must rise very considei ably, if 
the Go\einment weie detei mined to keep the \alue oi the lupee at 
2:? gold Indian expoitcis in these cii cumstances weie anxious to 
discount then cxpoit bills as quickly as possible in oidei to save them- 
selves horn the expected use of exchange But this lUsh of the ex- 
poiteis to turn then bills into lupces was itself bound to send up the 
steilmg \ahic of the lupcc, which, accoidingly, losc to 2? within 

thiee days ot the announcement ot the 2S gold latio Aiiothei Ml 
in the Amciican cioss-iatc caused a fiuthei use in the latc of cx 
change which stood at the unpi ccedented figuic of 29 loi/^d on 
11 Fcbiuaiy 1920 Aftei this, howevei, a leactioii set in The lush 
of the exporteis to discount then bills had abated The demand for 
'Sterling on the other hand became moie and more intense owing to 
the Government’s decision about the lalio Commeicial films and 
prnate peisons hastened to make their lemittances to England, which 
in the oidinaiy course of things would have waited foi several 
months in oidei to take advantage of the abnoimally high late ol 
exchange 

As a icsult of the huge piofits made during the wai of 191 ^-4:8 bj 
ceitam sections oi the people, there was a heavy boom of compaii) 
flotations and this meant orders on an unusually laige scale Cox foreign 
plant and machinery, of which the cost was 1 emitted in advance ir 
oidei to make the best of the high late of exchange so long as it lasted 
Theie was also a good deal of speculation in exchange, as it was eas^ 
to make handsome piofits by the simple process of fiist turning lupec^ 
into steihng when the late was high, and then translating steilim 
back into lupees when the exchange came down, as the speculatoi 
hoped and anticipated it would 

This heavy demand foi stcilmg made for a use in its \aluc, tha 
IS, a fall in the value ot the rupee The diveigence between tb 
market and the official late which thus arose and which at time 

^ The rate of e\changc between London and New York is spoken of n 
India as “the American cross 1 ate” or as the “New York cross-rate” 
cross-1 ite^is rate of exchange between any two places outside of one’s owi 
country —Stanley Jevons, op cit , p 217 n 
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amounted to as much as or ^{d further stimulated the demand for 
the Revel se Councils 

By fai the most imjDOitant cause, iiowctci icsponsible ioi the 
sagging of the exchange was the tendenc) totvaids the ad\cise balance 
of trade refeired to above as having coiimiciiccd in Januai) iqeo 
This tendency gathered momentum with eveiy month that passed 
The Goveinracni u first staited selling Rcvcise Councils at latis b ised 
on 25 8d sterling on 5 February The latc was laiscd to as 10 
on 12 Febiuaiy, but thcicaltei it dccicascd is stciUng appicciatcd 
By the end ot June, the balance of tiade had begun to tiiin stiongh 
against India, with the lesult that thq maiket lates of exchange had 
not meiely depaited fioin the paiity of gold, but had fallen beio\^ 
the parity of 25 steilmg Aftei this the Go^einment tued to main- 
tain the late at 25 steiling Consequently at the sale of 2^ June 
and subsequent sales the late adopted for Immediate Telcgiaphic 
Transfers was 15 iii9|32d The leason advanced was that this icpic- 
sented the rate which would ultimately hold w 4 icn sterling retuined 
tc? parity with gold But in leality it meant that the Go\ cinment had 
given up hope of gmng effect to the 25 gold late iceonuncndccl by 
the Smith Committee, which thus had mounted shone, e\apoiate(! 
and fallen— all within the biief sp^ce of less than six months The 
market rate of exchange continued to fall without the Go\einment 
being able to anest its downward careci They weie compelled to 
reduce then own rates following the market latc, and the only prin- 
ciple that was adopted was to keep the official late at a somewhat 
higher level than the market rate But this could not last indcfinitdj, 
and the Government finally abandoned then attempt to regulate the 
exchange At the end of Septembei 1920, the sales of Reveise Coun- 
cils since the beginning of the year had amounted to £55,382,000 
The Reverse Councils were paid in London out of the piocecds fiom 
the sale of steilmg securities and Treasury Bills belonging to the 
Paper Cuirency Reseive These secuuties and bills had been bought 
at the late of Rs 15 to the pound, bttt they wae sold at latcs langing 
from Rs 7 to Rs 10 The diffieience between the selling *ukI buying 
price measured an aggregate loss of Rs 35 cioies to the Indiau 
exchequei 

Apart from the heavy losses suffered by the Indian cxchcquei in 
connexion with the sale of the Reverse Councils, the eventual collapse 
of the exchange was luinous to business in moie ways than one V 
very consideiablc deflation of money had occuued as the lesult of 
the sale of the Reverse Councils The note cii dilation between 
i February and 16 September 1920 had been reduced from Rs i8r, 
crores to Rs 158 ciores by the process of cancelling the notes lereived 
by the Government in payment foi Reverse Councils This yciy sub- 
stantial withdiawal of currency had proved ineffective foi maintain 
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mg exchange owing to the abnoimal activity of the impoit trade and 
the absence of any suppoit from expoits But u caused an acute 
monetaiy strmgenc), and was lesponsible foi a^iaii m the IcacI ot 
puces Both these circumstances togctliei gieatly enhanced the diffi- 
culties of business men who weie compelled to sell off then stoehs at 
ruinously low puces 

The heaviest loss, howe\ei, was due to the fact that the commercial 
community had lelied on the Government maintaining the exchange 
at the high late chosen by them Goods had been oideied m the 
confident expectation that exchange wwild lemain high, but the 
exchange had fallen hca\ily by the time they aimed This meant 
nothing less than baiikiuptcy to many impoiteis whose leliance on 
Governmental ability to keep the exchange at the desned high level 
was so complete that thc) htid failed to take the usual piecaution of 
eovciing then exchange 

5>26 Government policy examined — All this liow^c\ei may fairly be 
taken as pio\ing that many sagacious and haidheidecl business men 
did not legal d the maintenance oi thc high late as an impossible ta»k, 
wdiatevei tiic'^ ma) have thought about its ad\isibiht\ 

The Government thcmschcs had no doubt 111 then mind about 
thc piacticability of maintaining tlic latio at 2s gold, being leassureci 
on this point b} thc majoiity lepoii of the Babmgton Smith Com- 
mittee It IS ti Lie that Sii Dadiba Dalai in Ins able dissenting minute 
had argued stiongly against the high latio and chvclt at length on 
the evils sure to follow fiom it But he does not seem ta have laid 
an) particulai emphasis on thc impossibility of maintaining thc -ratio 
foi any length of time 

At thc same time, it must be noted that wdicn the Goveinnieiii 
set out to give effect to the lecommcndations of the Babmgton Smith 
Committee, thcic weie seveial facts befoic them wdnch might have 
given them pause m initiating such a i evolutional y change in the 
ciuiencv standard For example, m August 1920, when the altered 
xatio was to have come into eflc^ct, gold was sAling *it Rs 2314 pei 
tola, wheicas accoiding to thc new latio thc puce of gold ought to 
have been Rs irj-14-0 In view of such a gicat ehspauty it should 
have been clear that it would be cxUaoidmauly difficult, if not im- 
possible, to maintain the ratio of 2^ gold Again, the puce oi silvci 
itself had gone down to about 44^/ pei ounce and theiefore the 
dangei of lupees being melted down had piacticall) disappcaied 
Moreover even if a certain amount of melting had taken place this 
would not have mattered much consicleung the vast volume of iiipees 
in circulation ^ 

The Babmgton Smith Committee had entirely mislead thc situa- 
tion wh§n the) put the iise of silvci m the foiehoni of causes ex- 

•• 

* Sot Vmbtdkai, op cit ^ p 207 
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plaining the use in the Indian exchange The most iinpoitant cause 
of the use in the steihng value of the lupee was the gicatei use in 
sterling juices as coinpaiecl to the use in lupcc puces -\ccoiding to 
the Purchasing Poivei Paiity doctiinc, the latc of exchange had to 
move up m sympathy so as to bung about cquilibuiim ’ 1 he 2s gold 

lale meant a consiJciablc ovei valuation ol the lupcc in comparison 
with Its pm chasing powei pauty wnth gold it the time and the 
attemjDt to give a fixed gold value to the v^as piematuie as the 

value of gold itself was imdei going the most violent vaiiations and 
the conditions of mtci national tiadc wxie still cxiicmclv unstable 

Thq high puce of silvci was paitly the icsult of the depreciation 
of the lupee as well as of stcilmg in teims of commodities m geneiai 
Even supposing, howcvei, that the use m the piiee of silvci had been 
the chief cause of the use in the exchange, the foimer was laigely 
speculative The tiemendous lange of vaiiation in its puces should 
have seived as a warning that the use was without an element of 
permanence and stability 

The gravamen of the chaigc against the Government was not so 
much that they shaped then policy m the beginning m accordance 
with the advice of an cxpeit Conjmittcc, but that having seen the 
palpable futility of the effoits to make the 2S gold late effective, they 
still persisted in the sale of Reveise Counuis By the end of June 
iggc. It w^as fairly cleai that the task which the Government had 
taken upon themselves ivas an impossible one, and it would have 
been a courageous and wise step fiankly to have acknowledged defeat 
at an eaily stage As it was, howevei, they pei severed in their ill- 
advised attempt to bolstei up the exchange, dissipating their huge 
gold lesources in the process and causing tiemendous distuibance in 
the industrial and commercial woild Thus as Sir Stanley Reed pm 
It, * a policy which was avowedly adopted to sccuie fixity of exchange 
pioduccd the gieatest fluctuations in the exchanges of a solvent coun- 
try and widespicad dtstuibance of trade, heavy losses to the Goveui 
ment, and brought hiindi cds of big tradci s to the vci gc of banki uptcy ’ 

^ ‘The iisc in the puce of sihci xvis it illy i men roinciclencn diu to i 
hrge extent to speculation In ignoring the signilicnnco of the i ipidly nlteniit, 
price-levels ind fixing its attention meiely upon the speculative puces of silvu 
Hy the fundamental error of the Smith Committee X Report on Indian Ciirrenc} 
In linking the rupee to gold at 2s , it a\erlooked the real character of the nsi 
which had. taken place and underestimated the deflation which would have becomt 
necessaiy to maintain that rate Its surmises legardmg the probable course ot 
prices in other countries weie peihaps the most ridiculous examples of economic 
prophecy to be met with in history’ — ^Vakil and Mmanjan, op cit , pp ':54o-i 

® See Gustav CasseTs Memorandum, Hilton loung Cominii^swn Report, %o\ 
III, Appendix 92 

Quoted by B E Dadacbanji, Histoiy of Indian Cuuency and ^Exchan^t , 

P ^ 
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^ 27 . The policy of masterly mactmty ( 1921 - 5 ) — Aftei the failuic of 
the attempt to stabilize exchange, the Government had to be content 
for some time with watching in a spnit of patient expectaiic)^, the 
couisc of events as they unfolded themsehes, ivithout taking any 
decisive action 

In the )eai 1921 the balance of tiade was still against India 
The depressed condition of the expoit tiadc was due to a lapid lail 
of woild prices in teims of gold and the still more lapid fall of 
sterling puces owing to the steps taken by England to bung stcihng 
back to gold parity Undei these circumstances, the expected hap 
pened and the sterling \alue of the rupee fell steadily In the coiiise 
of the year 1921, the Government had contracted the ciuiency to the 
extent of Rs 31,58,000 This, how’^ever, was not enough to arrest 
the downward couise of exchange, which was diiven to as low a level 
as IS 3d The conti action of cuiiency was continued fuithei in 
1921-2 and 1922-3 by the transfei of steilmg seciuitics held m London 
to the Secictary of State’s cash balance and by the discharge of Indian 
Tieasuiy Bills held in the restive Whth a \iew to pi eventing ttic 
fmthcr fall of the lupec the Seoctaiy of State had also discontinued 
the sale of Couned Diafts 

In 1922-3 the expoit tiade of India showed a icvival owing to 
good harvests and an impro\emcnt in the pui chasing capacity of the 
European countiies The joint lesiilt of the conti action of currency 
and the revival of expoits was to laise the exchange value of the rupee 
slowly but steadily In September 1923 the lupee was equivalent 
to about 19 3l4d gold, and the pie-wai ratio of is could ha\c 
been easily restoied without adveiscly affectiiig any interest whatso 
ever, as was unsuccessfully urged by the Indian Meichants' Chambci 
Tire Government, howevci, were apparently trying to take the ratio 
up to IS 6d , and the rupee as a mattei of fact reached the level of 
IS bd sterling m Oclobei 1924 The Goveinnicnt’s action aitei 
this was directed towards preventing the use of the rupee much beyond 
this point In order to achieve^ this result, the method of purchase 
of sterling required foi Cover mxieni icminanccs and, when ncccssai^ 
in excess of this lequircmcnt, was freely used and fresh cinrency wa-, 
issued against these purchases, thus incidentally relieving to some 
extent the monetary stringency occasioned by the Government policy 
of deOation The exchange value of the rupee reached is bd gold 
in April 1925, and remained— 01, as the ciitics of Government pui it, 
was held— there until 21 Septembei 1931 ^ 

The end of the policy of masterly inactivity wms now in sight 
The Government of India in response to repeated requests from vari- 
ous C|uarteis promised an inquiry into the ciuiency situation earl) 
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in 1925 through an aiuhoiiUtive committee beloic the end of iht 
year, by which time thev anticipated that the world conditions would 
become sufficiently stable On 25 August 19-5 Ro^al Gominission 
on Indian Cuiicuc) and Exchange was appointed under the piesukiK v 
of Lt-Commandei HiitonAoung 

Bcfoie consideiing the dulibciations and decisions ol the Com 
mission, we shall tuin aside to gne an account of the evolution of the 
Indian Papei Cuiicnc^ system 

JxDivN PvpiR Currency 

^ 2 S Early history — Undci the \ets ot i8oc), 1840 and 1845 the Presi- 
dency Banks ol Bengal Bombay and Aladias v\eie aathonzed to issue 
notes payable to bcaici on demand subject to ccitain icgulations 
as to maximum issue and lesencs But then cuculation was lestricted 
Within nanow bounds, being piacticaliy confined to the three Presi- 
dency towns In i860 James Wilson the fust Finance Meinbci of 
India, woiked out a scheme foi a Govcimncnt Papci Cmiuaicy and 
the abolition ol the light of note issue enjoyed bv the Picsidenfv 
Banks Sii Chailcs Wood the then Seeietaiy ol State for India 
Lud down the following pimciplcvs on the lines of the English Bank 
Chaitei Act ol 1844 

The function of note issue should be cniiicly stpai ited liom 
that of banking, as was also suggested by Wilson and, second, as Sii 
Chailes Wood put it, * the amount of notes issued on Goveinment 
securities should be maintained at a fixed sum, wnthin the limit of 
the smallest amount which experience has pioved to be necessaiy tor 
the monetary transactions of the country, and that any further amount 
of notes should be issued on com or bullion ’ ^ Accoidmgly, the F*ipt i 
Currency Act of 1861 was passed The country was at fiist divided 
into three circles of issue with hcadquaiteis at Calcutta, Bomba’v 
and Madras The numbei of ciicles subsequently giew and seitkd 
down to seven in k^io the foui qjdditional ciicles being Rangoon, 
Karachi. Cawnpoic and Lahore Notes were issued of the deno- 
mmations of Rs 10, 20, 50, 100, 500, 1,000 and loooo Notes of 
smaller denomiiiition, vi/ the fiveiiipce note, wcie niUoduccd lu 
1891 They weie to be issued to the public withoin Imut in ex- 
change for lupees 01 Biitish gold coins, and in exchange for gold 
bullion on the lequisition of the Conti oiler of Currency They were 
declared unlimited legal tender both at the Government Treasuries 
and m piivate transactions, but only within then respective circle of 
issue 

A leserve was formed in bullion and com to tke full value of the 
notes issued with the exception of a small poUion invested in the 
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Covernment of India Rupee Securities as a guarantee of their con 
ver ability 

The notes could be encashed as of right only it the head office of 
the Clide of issue At the same time Government Treasuiics cashed 
notes of other cncies foi bona fide tiaveliers and foi the lailway com- 
panies Payment of Government dues could be made m the cuirency 
notes of any circle 

^29 Restmtions as to encashment and legal tender — India is a vast 
country, and the conditions of tiade cause laige movements of 
money from one pait to another at different times of the 
year The first use of notes would therefoie be foi lemittance in a 
more convenient way than by sending specie The Goveinment would 
have been obliged to send cash from place to place xf they had not 
lestricted the legal tender quality of the notes to the cncle of issue 
li, on the othei hand, the notes had been made universal legal tendei 
but only encashable at Presidency towns, tbcie would undoubtedly 
have been a premium on com at certain times of tlu yeai which would 
have impaired the populaiity of the notes 

The cncle system, howcvei, gieatly lestiicted the noimal expan- 
‘Sion and populaiity of notes, and \he fust step was therefoie taken 
in 1903 to abolish it, when the fiveiupee note was made universal 
legal tendei except m Buima, thi^ restriction being lemoved m 1909 
In 1910, notes of the denomination of Rs 10 and 50 were similarly 
universalized, and powei was taken to univeisalize notes of higher 
denomination by executive oidei In 1911 aecoidingly, the Rs iioo- 
note was univeisalized The Chambeilam Commission lecommended 
the universalization of the Rs 500-note also T his process of uinvei 
salization led to a lapid expansion of the total circulation of notes 
Extra-legal facilities tor encashment of notes had been piovided at the 
Government Tieasuncs in vauoiis places, and the Piesidency Banks 
undertook further to extend such facilities at then head offices and 
brandies The period of the wiii of 191.1 18 aiicstcd any fiuthei 
development m this dnection, as theic were difficulties m getting 
enough lupees coined and the uncoveicd note issue also inci cased The 
Babmgton Smith Committee iccommended the abolition of war-time 
restrictions and finthei extension of cxUa-legal facilities for the en- 
cashment of notes as essential for making them moie popular, and 
accordingly they have been levived The Rs 500- and Rs 1,000 notes 
were made universal legal tendei during 1931-2^ 

^30 Paper Currency Reserve —The Act of 1861 provided foi a fixed 
maximum fiduciary issue in the foim of Government securities up to 
four crores of rupees The limit was changed fiom time to time by 
special Acts to six crores in 1871 , m 1890 to eight croies, in 1897 
lo ten croiesT and m 1905 to twelve croies Up to this lime ihe 

% ^ 

^ Report of the Controller of Cmve^icy (i^i^i-2), pir bo 
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securities weie the lupee seem 1 ties of the Government o£ India held 
in India, but the Act of 1905 authorized the holding of steilmg securi- 
ties m England up to two a ores Since 1905, pait of the invested 
portion of the leseive thus came to be held m the form of sterling 
securities^ In 1911, the maximum reseive in securities was fixed at 
fourteen cioies, foui cioies of which was to be m sterling secuiities 

As alicady pointed out, up to 1898 the whole of the Paper Cur- 
lency Reseivc, except a fixed fiduciary portion, was held m silver 
com in India In 1898, the Gold Note Act authorized the Government 
to hold any part of the metallic pouion of the leseive in gold com 
The Act of 1900 gave authority to hold part of this gold coin m 
London The Act of 1905 gave the Government full power to hold 
the metallic poition of the leseive, 01 any part of it, either in London 
01 in India, and m gold com or bullion, 01 in lupees or silver bullion, 
with the pioviso that all coined lupees weie to be held in India only 

As pointed out above, except foi a fixed maximum fiduciary issue 
whicli was laised from time to time, the whole of the rest was held 
either in gold and silver bullion or coin With the gradual expansion 
of the note issue, an ever diminislvng piopoition came to be invested 
as aiesult of this piactice On the other hand, a glowing pioportion 
came to be held m a liquid £01 m, sometimes as much as 80 to 85 pei 
cent This was due to a deliberate change of policy and to the use 
of the liquid pait of the reseive for a new purpose, namely, that oi 
supporting exchange whenever necessary In fact, as we have already 
seen, this was consideied as the fiist line of defence of the currency 
system as a whole 

The lesult of the policy was that a supeiiatively safe reserve was 
held ioi ensiumg the convex tibility of the notes, but at the cost of 
economy This could have been avoided by increasing the invested 
poition, the best way of doing which was to make cash bear a certain 
peicentage of 01 prUpoition to the^ total issue of notes In this way 
also the frequent lesort to legislation to laise the fiducial y limit could 
have been avoided 

^31 Composition of the Paper Currency Reserve criticized. — The 
mam criticism against the composition of the Papei Currency Reserve 
before 1914 was against (i) the unduly laige metallic reserve , (11) the 
impossibility of mci easing the fixed fiduciaiy leseive except by special 
resort to legislation , and (111) investment of part of the Paper Cur- 
lency Reseive in steilmg secmities m England 

(1) and (11) made the system generally inelastic As regards (111), 
the piactice was sought to be justified on the giound that the sterling 
securities weie useful foi maintaining the exchange value of the rupee 
and that they possessed the additional advantage of ncfl being liable 
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to depreciation in the event ot an internal ciisis in India As against 
this It was argued that the maintenance o£ the exchange value of the 
lupee was not the j^ropei function of the Papci Curicncy Reseivc, 
that e\en steilmg securities weie liable to depieciation m the c\ent 
of a crisis in England and that public confidence in the note issue 
could only be seemed by holding the whole ol the leserve m India ^ 

The function of note issue was entiiel) dissociated fiom the func 
tion of banking and theie was nothing like a cential bank and there 
fore no Government bankei Theie was the Reseive Tieasuiy system, 
under which public funds weic locked up in special Government 
Treasuiies (except foi small amounts confided to the Presidency 
Banks), bunging about a stiingency in the money market dm mg the 
busy season ol the yeai 

The internal cuiiency "was absolutely inelastic foi special and 
general pmposcs, and theie was no piovision foi its tempoiaiy ex 
pansion except by impoitmg funds fiom abroad eithci by the pui 
chase of Council Bills 01 impoit of so\eieigns Similar defects have 
been oveicome in othei countiies by the use of deposits and cheques, 
as in England and the United States, 01 by special temporal y issue 
of paper cmicncy against commeicial bills of exchange, and lastly 
by placing Government funds at the disposal ol a central bank 

The first method, namely that of cheques and deposits, is not even 
today much m use m India except at the few big commeicial centies 
The second was suggested by the Smith Committee and has been 
accepted The third was also adopted by abolishing the Reserve 
Tieasuiies and placing the Government funds with the Imperial 
Bank of India which acted between 1921 and 1955 (before the inaugu 
lation of the Reseive Bank) as the Government bank In order to 
lemedy the geneial inelasticity the Smith Committee had suggested 
that the metallic poition should not fall below 40 per cent of the 
total issue although they held that it would b^ desiiable to maintain 
a substantial maigin abo\e the "statutory minimum, especially in the 
busy season The fiducial y leserve would thus inciease automatically 
with the mciease of circulation without fiequent resort to legislation 
As we shall see latei, the Government accepted the Smith Committee’s 
suggestion in 1920, although they adopted a highei percentage for the 
metallic reseive, vi? 50 pci cent ^ 

^32 Effects of the war of 19 - 14-18 on the paper currency — We saw 
abo\e how, on the outbieak of wax in 1914, theie was at the outset a 
geneial feeling of panic which led to a seveie run on the Paper Cm 
lency Offices As already lemarked, howevei, theie was a gradual 
levival of confidence and a steady inciease in the note cnculation 

^ See next chapter for furthei ciiticistn of the location of the Paper Citriency 
Reserve ^ See §33 
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The effects of the wai on the papei curiency from March 1915 on- 
wards may be summaiized as follows 

(1) Inflation of papei cunency caused by the great demand for 
cunency, which could not all be met by a fiesh issue of rupees The 
causes of this abnoimal demand have already been discussed (11) As 
the result of successive Acts the fiducial y leserve mci eased tremen 
dously, as is shown by the following tabic 

In a ones of rupees 


Acts 

Perm uit nt 
im estments 

Permissible 
icmpoiary 
m\< stments 

Total 

\ct MI ol 1911 {prf-\\ ir) 

14 

' 6 ’ 

14 

Act V of i9i‘> 

H 

20 

Act IX of igi6 


' 12 

2b 

Act XI of 1917 

14 


50 

Act XIX of 1917 

14 

1 48 

62 

Aci^ V of 1918 

14 

72 

8b 

Act 11 of 1910 

14 

86 

100 

Act XXVI of 1919 

20 

100 

120 


These Acts were supplemented by Cfidinances issued by the Governor 
Geneial This sinking expansion of the invested reserve was neces 
sitated by the difficulty which the Go\cinment experienced in finding 
enough coin to be held in the leseivc Also ieco\eiies of the wai 
expenditure in India incuiicd on behalf of England were made m 
London by the Sccietaiy of State, and it being cousidcied inadvisable 
in the Impeiial intciest to hold these piocceds m gold caimaiked for 
the Paper Ciuiency Reserve in London, the altcinatne of investing 
them in Biitish Ticasuiy Bills or shoit-teim steilmg secuiities was 
adopted,! although a pait was invested m Indian Tieasury Bills as well 
(ill) The fall in the metallic reseive horn 78 9 per cent m 1914, to 
35 8 pel cent in 191 g (iv) New notes of the low denomination of 
Re 1 and Rs 2Y2 issued in Decembei 1917 and January 1918 
respectively as a measuie of economizing silvei, appaiently in imita- 
tion of the issue of £1 and los notes in England in the wai period 
The public did not at fiist take kindly to them But the one-iupee 
note made steady headway and its ciiculation on 31 March 1919 
amounted to Rs 10,50 lakhs as compaied with Rs 1,84 lakhs m the 
case of the othci note- (v) The abolition of extialegal facilities^ foi 

^ The imestment m the Butish Treasmy Bills w'ls paitly dictated by the 
consideintion that, being shoit-d ited, theic was small danger of their depieciating 
Ihe olhei sterling secunties, on the other hand, were depreciating to a considerable 
extent as a result of the wai 

The Government of India decided to discontinue the issue of Re i and 
Rs 2i notes definitely fiom r January 1926 Their plac^ was tiken paitly by 
Sliver rupees and partly by Rs notes See, however, the next chaptei 

As has already been mtpticned, these facilities were restoied in 1920-1 and 
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encashment owing to the scaicity of rupees, the notes thus i mining to 
a discount of as much as nineteen pei cent in some places— pai ti- 
cularly the new notes oi smallei denominations (vi) The impoit of 
200 million ounces of American silver released undei the Pittman 
Act to meet the Papei Cunency ciisis of April 1918 

The subjoined tabic bungs out clearly the effects of the wai on 
the composition and location of the Paper Cunency Reserve^ 


In lakhs of 'iitpees 


Last d 
of Much 

0 

0 

0 

0 

0 

Composition md lot ition 
ol the Roseive 

Pei cent age of secuuties 
to Total Resene 

SihLi 

Gold 

Secmitics 
(piuohase pi ice) 

c 

r 

X) 

§ 

c 

>-4 

0 

H 

G 

r 
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1914 

66,12 

20,53 

22,44 

0,15 

31.59 

10,00 

4,00 

14,00 

21 

1915 

1 61,60 

32,34 

*^,64 

7.65 

15,29 

10,00 

4,00 

14,00 

33 

1916 

67.73 

23,57 

12,24 

11,92 

21,16 

10,00 

10,00 

20,00 

29 

1917 

86,37 

19,21 

12,00 

6,67 

18,67 

1 

10,00 

38.49 

48.49 

56 

I91S 

j 99.79 

10,79 

26,85 

67 

37.53 

10,00 

51.48 

61,48 


1919 

' 153.46 

37,39 

W ,37 

12 

' 7.49 

16,08 

82.50 

98.58 

65 

1920 

174.53 

39,80 



47.70 



86,86 

50 


^B 3 Reconstitution of the Paper Currency Reserve — In Sepiembex 
1919, by the temporary amendment of the Paper Currency Act, the 
maximum limit to which the Cur^sency Reserve could be invested was 
laised to Rs 120 cioies, out of which Rs 100 crores had to be Biitish 
Tieasury Bills 

In March 1920, a tempoiary Act for six months was passed which 
permitted the retention of the invested poition of the leseive at 
Rs 120 ciores But it abolished the restrictions as to the locale of 
the investments and their sterling or lupee charactei This was neces- 
sitated by the then existing demand for lemittances to London and 
the impossibility of meeting it horn the Secretary of State’s cash 
balances The continued demand was theiefoic to be met by the 
disposal of the steilmg secuiities held m the Papei Cmrency Reseive 

ha\e since been r'^xtended^by the multiphcation of the branches of the Impenal 
Bank which piovide for the encobhiiient of notes as 1^ nutter of public convenience 
^ See Shuras, op cil , p 264 ^ ^ 

TT 19 ^ 
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m London This, however, involved, under the existing law, the 
withdiawal and cancellation of curiency notes in India to the extent 
of the rupee value at which the sterling sccuntics were held m the 
resuve, i e at the late oi Rs 15 to £i 

In 01 del to place the papei curiency system on a satisfactoiy 
basis in the light of the criticism to which it was subjected by the 
Chainbcilam Commission and the Smith Committee, and the expen- 
cnces gained dm mg the wai, it was felt necessary to pass new legisla- 
tion to replace the temporal y Act of March 1920 Consequently, the 
Indian Paper Cunency Amendment Acti became law on 1 October 
igso The provisions of this Act fall undei two classes, peiraanent 
and transitory 

(1) Pei manent piovisions ^ 

(a) The metallic leserve was to be at least 50 per cent of the total 
icseive The icasons for accepting a higher peicentage than that 
suggested by the Smith Committee, which was only 40 per cent, weie 
tht necessity of encashing the notes without question in a country 
like India, and the necessity of holding sufficient com in the reserve 
to finance the movements of the crops dm mg the busy season, when 
notes are generally piesented for encashment on a veiy large scale 

(b) With the exception of Rs 20 ciores woith of securities held 
m India, the lemamder was to be held in England in short-teim 
secmiiics not exceeding a period of 12 months, as suggested by the 
Smith Committee 

•(c) The Controllei of Curiency was authorized to issue notes up 
to an amount of Rs 5 acres against inland discounted bills of ex- 
change maturing within 90 days of their issue This extra issue was 
to take the form of a loan to the Imperial Bank which was to pa) 
8 pel; cent interest to the Government and deposit accepted bills of 
exchange with the lattei (The limit of 5 ciores was raised to 12 ciores 
by the Indian Paper Cunency Amendment Act of 1923 )® The provi- 
sion regarding the fifty per cent statutory metallic reserve was irrespec- 
tive of this extra issue, which was not to be consideied for the purpose 
of fixing the metallic icserve 

' This IS usually leferred to as the Paper Currency Act of 1923, which was 
a Consolidating Act 

® These proMSions aie practically identical with the lecommendations of the 
Smith Committee 

® Of tile 12 croies the first 4 ciores could he issued when the Bank rate 
was 6 per cent, the next 4 crores when it was 7 per cent, and the last 4 
crores when it was 8 per cent The procedure was revised in September 1924, 
when the following regulations were issued 

(I) No loan shall be made unless the Bank rate rises to 6 per cent 

(II) The entire amount outstanding at any time shall bea|:^ interest at the 
Bank rate subject to a mmiiT^m of 6 per cent for tfie first 4 crores and of 
7 per cent for the subsequerit v crores 
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(d) The Secretary of State was not to hold moie than five million 
pounds in gold bullion in London 

(ii) Transitory provisions 

Owing to the difficulty caused by the necessity of revaluing the 
gold and the sterling securities of the reserve on the basis of Rs lo 
to the sovereign instead of Rs 15, certain transitory provisions became 
necessary pending the final attainment of the permanent piovisions 
With revaluation on the 10-rupee basis the metallic portion of the 
reserve would have been less than fifty per cent It was therefoie 
provided that the invested poi non might, foi the time being, be fixed 
at Rs 85 crores ^ Another difficulty was about filling up the gap 
caused by the revaluation of the gold and sterling securities at two- 
thirds of their former value This was solved by authorizing the 
Government of India to cieate rupee securities of their own hand 
(ad hoc securities, as they were called) and issue them to the Papei 
Cuiiency Reserve As these created securities would exceed the limit 
on rupee securities laid down by the Act, it was provided that^ the 
excess should be reduced by gradually replacing them by sterling 
securities But as there were no funds immediately available to 
purchase a large quantity of sterling securities, it was provided that 
the interest derived fiom the securities in the Paper Currency Reserve 
as by law, and profits on the fresh coinage of rupees, and interest on 
the Gold Standard Reserve when that exceeded £40 millions (which 
It did on 30 September 1921), and lastly, interest on commercial bills 
of exchange deposited with the Controller of Currency as security for 
the temporary issue, should be paid into the Paper Currency Reserve 
to reduce such of the created lupee securities as weie above the pei- 
missible figure of Rs 12 croies The permanent provisions of the 
Act would thus be eventually carried into effect On account, however, 
of the unsatisfactory financial position. Finance Acts of subsequent 
yeais allowed these sources of income to be diverted to revenue, except 
m 1921-2, when the excess m the Gold Standard Reserve was used foi 
the extinction of the ad hoc securities 

On 1 April 1927, the gold and the sterling securities held in the 
Paper Currency Reserve, which since 1920 had been valued at Rs ic 
to the sovereign, were re-valued at the rate of Rs 13-1-3 to the sove 
reign in accordance with the piovisions of the Indian Currency Act 
1927, which came mto force on that date The lesult of this was ar 
increase of Rs 930 lakhs in the holding of gold and sterling secuiities 
which was set off by cancelling the same amount of Indian Treasur 

^ \s a remedy for monetary stringency, this limit was raised to Rs 10 
crores by the Amending Act of February 1925, which also laid down that th 
total amount of created securities of the Government of India was not to excee 
Rs so crores 
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Bills, the holding ol winch was i educed horn Rs 49,77 lakhs to 
Rs 40,47 lakhs 

fc34 The composition and location of the Paper Currency Reserve 
between 31 March 1925 and 1935 ^ 

In noies of ni pec's 
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6 7 
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44 
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5 
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176 9 

9C 3 

26 D 

IS 5 

i 9 I 

S 2 
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1934 

177 2 

8b 5 

41 s 

11 5 

29 3 


21 2 

^935 

186 I 

77 2 

41 6 

13 I 

i 5 9 

183 

! 

29 I 


The above tabic reveals ceitam sinking changes in the Papci 
Cuiiency Reseive between the yeais 1925 and 3935 Fiistly theie 
was a vciy appicciabie decline in the gross cnculation ol notes in the 
years 1929-30 and 1930 1 owing to the contraction oi cuiiency ioilowmg 
the general fall m the prices of commodities which commenced in the 
lattei part of the year 1929-30 Anothci factoi was the tendency towards 
exchange weakness due paitly to the fall in the prices of the gieat staples 
of expoit trade and paitly to the tendency towaids the tiansfer of 
capital abroad in view of the uncertainty of the political situation m 
India and the speculation legardmg reveision to the old statu toiy 
latio of IS 4d This inci eased the difficulties of making remittances 
to the Secietaiy of State to meet the Home Charges, and goes far to 
explain the total disappearance, by 1931, of sterling securities in the 
Paper Guirency Reserve, since these securities had to be tiansf erred to 
the Secretaiy of State against conespondmg conti action of notes m 
India The big diop in the holdings of rupee secmities m 1930-1 is 
explained by furthci conti action of cmrcncy in 1930 1 against these 


* For the i pcomiw ndations of the Hilion-Yonng Commission regarding thf 
papf-n curuncy, and the eflicts of the piesent w ir on it, sec the next chaptti 
Ihe tnnsfer of the noti issue function to the Rescive Banh of India and the 
new irrangomcnts regaiding the nscive held against notrs with effect fiom 
I \pul undet the Reseue Bank of India Act (1934), with in ch \ 

S< e ReporU of the Conti ollti of Cuni^ncy^ from 1924-5 to 1934-5 The 
figures of the composition ind location of the Currency Re&eive subsequent to 
I \pril 3935 arc gi\en in ch ^ 

^ Sec dso next chaptei, §17 
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seculities The deciease in the amount o£ gold in the leseive in the 
same year was caused by the payment oi Rs 8 J cioies of gold into 
the Indian branch of the Gold Standard Reseive against withdrawal of 
sterling securities of the vilue of £Q 2 million foimmg pait of that 
icserve in England, m aid of the Home Trcasuiy balances and to meet 
sales of steilxng at the statutoiy late ol 5 between Novcmbci 

1930 and February 1931 111 response to the public demand in- 
fluenced by the exchange speculation and the political situation m 
the countiy Anothei lemaikable change m the composition oi the 
Paper Ciuicncy Reseivc was the incicasc in the holdings of silver 
com m the icscivc owing to leasons explained below ^ This increase 
ivould have been gicatei but foi the lemoval ol some quantity ol 
silvci foi sale as lecommendcd by the FIilton-Young Commission 
The total amount of silvei sold by the Government of India fiom 
the commencement of then operations in igsy up to 31 Match 1935 
amounted to 228,182,255 fine ounces The sale piocceds weie imested 
in sterling sccuiitics which wcie tiansfeiied to the Gold Staiidaid 
Reserve against an opposite tianslci ol gold fiom that Rcscivc to 
the Papei Curiency Rescue, an equivalent amount oi lupee secmities 
m the Paper Curiency Rcscivctiemg simultaneously cancelled The 
sui jdus balance obtained by sterling purchases in excess of the 
cm lent requirements of the Secietary of State was utilized m the same 
These tiansactions involved an increase in the gold holdings of 
the Papei Cuircncy Reserve,^ and a conesponding 1 eduction m the 
balance of lupee secmitics The sale of silvei also involved a* reduc- 
tion m the holdings of silver coin and bullion in the Papei Cmrency 
Reserve In 1933-4 and in the following yeais the surplus Home 
Treasuiy balances and sale proceeds ol silvei weie utilized m pui- 
chasing sterling secmities and thus adding to the sterling assets of the 
Paper Currency Reserve— a welcome strengthening of the position on 
the eve of the transfei of Government cmrency activities to the 
Reserve Bank^ , 

Following the sale and export of gold on piivate account fiom 
India which commenced towards the end of Septembei 1931, theie 
an appreciable mciease in the amount of gloss cn dilation of notes, 
which stood at Rs 186 1 cioies on 31 March 1935 and at Rs 214 70 
Cl ores on 31 December 1937 This expansion of cmrency was attri- 
buted paitly to the upward trend of puces befoie the recession ol 

§35 

“ The gold holdings of the Government of Indin on 31 Maich 1935 — on the 
eve of their tiansfei to the Reserve Bank — amounted to Rs 44 42 crorcs, oJ 
which 41 55 Cl ores was m the Paper Cuirency Reserve and 2 87 ciores in tlie 
Gold Standard Reserve valued at the statutory parity (1 e Re 1=847 ^iains 
of gold) T^ir actuaj maiket value on that date was appi oximately Rs 76 croies 
^ See ch x Reports of the Controller Ctirrenc^ (1933-4), 39 

(1934-S). par 31 , , 
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1937 public demand for curiency to serve as a 

substitute for the gold in hoards, of which about Rs 308 crores was 
exported up to the end of December 1937 mainly under the stimulus 
of the high rupee prices of gold following) the fixing of the rupee to 
sterling at is 6d aftei Britain went off the Gold Standard on go Sep 
tember 1931 ^ 

§35 Note circulation and currency absorption — In this section it is 
proposed to discuss two mam questions 

(1) G1055 and active circulation of notes —When we speak of the 
circulation of the paper currency, we must be clear as to whether we 
are lefenmg to gross or active circulation 

(a) By gross cii dilation is meant the value of all notes that have 
been issued and have not been paid off (b) Active circulation since 
1 April 1935, '^hen the note issue function was taken over by the 
Reseive Bank of India, has meant the amount of notes issued less 
those held in its Banking Department 

•The following table illustrates the growth of average gross and 
active circulation of paper currency between 1904-5 and 1939-40 

TABDE I 


In crores of 'rupees 


Year 

Gross 

Active 

Year 

Gross 

Active 

1904-5 

39 2 

as. 

1929-30 

183 1 

163 0 

1909-10 


37 2 

1931 2 

163 6 

152 6 

1913-14 

65 s 

46 6 

'933-4 

178 I 

*57 4 

i9i4-i«; 

64 0 

45 4 

1935-6 

192 2 

163 0 

1917-18 

loi 7 

71 8 

'936-7 

202 0 

176 0 

1Q19-20 

171 6 

151 1 

'937-8 

2118 

ib6 J 

1923-4 

1790 

1569 

1938-9 

210 6 

X&2 3 

1927-8 

180 I 

162 6 

1939-40 1 

227 7 i 

1 

208 9 


The increase in active circulation in recent years shows the in- 
creasing use of notes in the countiy and is indicative of business 
recovery The increase in 193940 in consequence of the conditions 
aeated by the war is explained m the next chapter 

(11) Abso'iption of vmious foims of cmiency — ^The following 
statement^ shows the aveiage annual absoiption of currency notes 
and rupee com ^ 

^ See next chapter for further explanation (<5 §20 and 27) ind ch x for 
subsequent figures of note circulation 

^ Sovereu^ns and half-so\eieigns have been omitted in the above statement 
brom X April 1927 they ceased to be legal tendei and from 1914 they did not 
function as currency Since the Reserve Bank assumed^ the minagement of 
•currency on 1 April 19^5, the fibres for absorption or return of currency are 
armed at in the following mapner ^The absorption or return of currency is the 
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TABLE 11 


In lakhs of rupees 



Rupees 

Notes 

Total 

'\verage for five yeais 1909-10 to 




1913-14 

S,77 

3,01 

11,78 

Average for five years 1914- 15 to 




1918-19 

22,08 

16,72 

38 40 

1919-20 

20,09 

20,20 

40,29 

1920 I 

—25,68 

— 5,90 

—31.58 

1923-4 

7,62 

7.96 

15 58 

1925-6 

— 8,11 

1,16 

— 6,95 

1926-7 

—19,76 

— 3,40 

— 23,16 

1927-8 

— 3.71 

10,22 

6,51 

1928 9 

— 3.03 

3.66 

63 

1929-30 ' 

— 31,71 

— iS,8o 

j —40,51 

1930-1 

—21,58 

—11.37 

--32,95 

1931-2 

3i93 

17,24 

21,17 

J932-3 

•— 7>56 

— 14,8^ 

—22,39 

1933-4 

— 30 

13,54 

13,24 

1934-5 

— 3,21 

— 

3,53 

1935-6 

— 9,46 

1,82 

— 7,64 

1936 7 

— 2,49 

25 53 

23,04 

1937-8 

— 6,52 

—8,23 

—14,7s 

1938-9 

— 12,60 

2,98 

— 9,62 

1939-40 

10,08 

49,45 

59,53 

pierage for 21 years 1919-20 to 




1939-40 

— 5,74 

5 00 

— 74 


The above table shows striking changes in the relative popularity 
of the various foims and absorption of currency before, during and 
after the war of 1914 1 8 The wai-time expansion of curiency on 
a large scale in the foim of both rupees and notes due to factors 
alieady examined is brought out by the figures The large contrac- 
tion of currency in 1920-1 represents the effects of the adveise balance 
of trade and the sale of Rcveise Councils The twenty years that 
followed the last war were with few exceptions a period of return of 
Silvei rupees from hoards on the one hand and the replacement of 
com by notes to some extent on the othei One of the causes for 
the return of rupees from hoards was the substitution of gold bullion 
for lupees m hoards as a stoie of value under the influence of the 
consideiable diop in its price m India below the level pievalent 
before the war of 1914 18, prior to the rapid rise m the mpee puce 


variation in the totals of notes in circulation as shown in the returns of the 
Issue Depaitmcnt of the Bank Notes m circulation thus now include amounts 
1 eld in Government treasuries ns well as notes in cn dilation among the public 
The absorption or return of rupee com means the decline or rise respectively in 
the amount of the lupee coin held in the Issue Department of the Bank Foi 
the method of calculating the absorption of currency before the inauguiation of 
■the Reserve B^nk see the old annual Reports of the Controller of (fuv'tency — 
Report on Currency ayM Finance, 47 *ind pai 50 (published 

1b\ the Reserve Bank of India) 
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of gold in consequence of India going off the gold standaid with effect 
iiom 21 Sepiembci 1931 (See next chaptei ) The increasing popu- 
laiitv ot notes, the spiead of banimg facilities and the fieei accep- 
tance ol bcaici cheques ha\e decieased the demand lor lupces The 
piacticc of piivcitcly lading lupecs has been declining lapidly Ihc . 
diop in the vcais ol the economic depiession (1929-33), in the puces 
of ccitdin stipks ol tiade like cotton and ]ute, and the geneial tiade 
depiession, tveie lesponsiblc loi the lessened consumption oi comed 
lupees and notes The curiency policy of the Government in these 
yeai'^ was cntici/ed on the giound that iheic was excessive contraction 
ol cuiicnc) (eg, m 192930 and 19301) which cieated a shoiuge 
ol money in the coiintiy, pioducing a fall in piiccs and incomenienc- 
ing tiade Sii George Schuster, hoi^evei, held that the leduc 
tion in the \olumc ol cuiicncy was a sequel to the fall m woild puces 
and had not been earned to an excessive extent^ With the upwaid 
trend of piiccs and paitial economic lecovery the absorption ol note 
cuiieney inei eased, although paitiall)^ set off by a return of silvei 
com ^^e have aheady referied to the public demand foi note cm- 
rcncy to sci\e as a substitute foi the gold in hoaids sold and expoited 
The total amount oi cuuency ajisoibed in 1936-7 amounted to 
Rs 23 04 Cl Dies The economic lecession was lesponsiblc foi a net 
leturn of ciuicncy to the extent of Rs 14 75 acres in 1937-8 and 
Rs 9 62 cioies in 19389 The total amount of cuuency absorbed in 
1939-40 amounted to Rs 59 53 cioies The addition was made up 
ol an absoiption of Rs 10 08 croies of lupee com and Rs 49 45 croies 
of notes This is the largest absoiption ol cuuency recorded in any 
yeai excepting the yeai 1918 19, when it amounted to Rs 94 20 cioies, 
and IS tiaceablc to the ina eased tiade activity in India and the use in 
puces that followed the outbreak of the wai in Septembei 1939 Not 
since 191920 was tiieie an absoiption of rupee com laigei than m 
193940 This was, to some extent, due to briskei tiade and bumper 
Cl ops, but was also, impart, due to a tendency to hoaid coin and pie- 
ieience foi metal in the conditions aeated by the piesent war This 
tendency gatheied momentum m subsequent months owing to the 
glowing tension of the wai situation and it had to be checked by 
the issue of Goveinment of India one-iupee notes m July 1940 (See 
the next chapta ) 

The study of the absoiption of cuuency month by month leveals 
the facfci that cuucnc) is absorbed gcaaally m the busy season fiom 
Novcmbei to June and returns to cuuency offices and tieasuiies in 
the slack season horn July to October ^ 


^ Cuiiral Budget for Tgsr-3, pp 280, and see also ch vm, 
® See also ch ^ ^ * 

^ f 



CHAPTER VIII 

CURRENCY AND EXCHANGE-Part II 

The Hilton a oung Commission at Work 

§1 Defects of tlie gold exchange standard — The rei3oit of the Hilton- 
Young Commission was published on 4 August _19;?6 - Before pxo- 
pounding then own scheme of a monetaiy standaid £01 India, the 
Commission indicated the ioilowing defects of the system as it existed ^ 

(l) The system was fai from simple, and not readily intelligible ^ 
Ihc cuircucy consisted of two tokens, lupees and rupee notes, 111 
ciiculation with the iinneccssaiy excrescence of a thud full valued 
com (soveieign), which did not cnculale at all One form of token 
curiency (lupees; into winch there was an unlimited obligation to 
convex t the olhei (lupec-notes), was highly expensive and was liabfe 
ito vanish if the pi ice of silvei rose above a certain level, when it 
ceased to be a token com 

(11) There was a cumbrous ddplication of the reserves, namely, 
the Gold Siand<ird and Pajici Currency and Banking Reserves, %vith 
an antiquated and dangerous division of responsibility for the control 
of cuuency and ciedit policy, which m other countries is centralized 
m and fixed iq^on a central bank In India, the Government con- 
ti oiled the cuiiency, and the ciedit situation, so far as it was controlled 
at all, was con ti oiled by the Imperial Bank 

(m) The system did not sccuie automatic expansion and conti ac- 
tion of cuiiency Such movements were too wholly dependent on 
the Will of the cuiiency authority, that is, of the Government The 
system did not automatically enforce contraction of internal currency 
concurrently with the depletion of the reserves 

m 

See Ihlton-\ oung Commihswn Repo'fi, par 21 
" The basis of the stability of the rupee was not only not readily intelligible, 
but it b id also other faults Mr Denning, Controller of Currency, wrote ‘The 
system did not piovide for the automatic stabilization of the lupee The legal 
obligation to gne lupees in exchange foi soveieigns would have pt evented the 
late of exchange using above the upper gold point, even if the Government had 
not been piepaied to meet fully the demand for Council Bills at is- , but 
there wis no statutoiy safeguard against a fall m the rate of exchange below the 
lower gold point In practice, such a fall in the rate of exchange was prevented 
by the sale of Reverse Councils, but Goveinment weie under no statutory obliga- 
tion to take such action ’ See Hilton-Y oung Commtssion Repoit^ vol 11 , 
\ppendi\ 

As Mr Denning points out 111 his Memoiandum to the Commission, the 
provision foi tl^ automatic con ti action of cuirency was particuiaxly defective 
‘ In so far as the steiling value of the Revei^e Councils sold was obtained 
by realizing sterling securities in the Paper Cuirency Reserve, the cuiiency 
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Similarly, with regaid to expansion, on occasions the obligation 
to buy sterling had been dischaiged by the Government without any 
coriesponding expansion of cuiiency The pin chases had in the first 
instance been made against Tieasury balances and the currency e5.- 
pansion had been lelt to be effected at the discretion of the Goveim 
ment 

(iv) Lastly, the system lacked elasticity The utility of the provi- 
sion foi elasticity made on the lecommendation of the Smith Com- 
mittee was affected by the methods of financing Indian trade These 
are based on a system oi cash credits or the advance ot money against 
demand promissoiy notes Theie is, therefore, a shortage of genuine 
inland trade bills as covei against the seasonal increase of currency 
The Government had, theiefore, to announce in September 1924 that, 
as far as might be necessary, they would use their powers to issue 
currency against Ireasur) Bills deposited in the Paper Currency 
Reseive in London 

^ Other points of ciiticism not prominently brought out by the 
Hilton-Young Commission Report but aheady sufficiently familiar to 
currency contioversialists may conveniently be brought together here. 
^2 Reserves and balances —We Imve already seen how reserves and 
balances created for a paiticular puipose weie indisciimmately utilized 
for all sorts of pui poses The utilization of the reserves and balances 
was never governed by a consistent polic), with the result that they 
/ iivere sometimes treated sepaiately and at othei times mixed up, thus 
causing gieat confusion 

The position as regaids the composition of the Gold Standard 
Reserve was unsatisfactory It was mainly invested m long-term secu- 
rities and a very small part of it was held m a liquid form The 
Chamberlain Commission recommended that a large proportion of 
It should be held in a liquid form^ and m easily realizable secunties 
and that the silvei blanch of the Gold Standard Reseive should be 
abolished The latter suggestion was darned out by the Governmeni, 
but the other recommendations could not be given effect to owing to 
the outbreak of the war in August 1914 Duiing that war almost the 
whole of the leserve was held in securities m London, and British 
War Bonds and Treasury Bills were purchased The recommenda- 
tion that the securities should be easily realizable was earned out by 
investment in short-term securities 

The Smith Committee recommended that it was desirable to hold 
a considerable proportion of the reserve m gold They also recom- 
mended that the securities should be short-term securities issued by 


was contracted, but Government could arrange, by bon owing from the Gold 
Standard Reserve, to meet sterling payments on account of Reserve Councils 


without affecting the amount 
mtsston Report, vol II, Append 
^ See ch vn, §18^ 


currency in circulation ’ See ^Currency Com^ 
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a Government within the British Empire other than the Government 
of India 

The position of the Gold Standard Reseive, before its amalgama- 
tion with the Paper Curiency Reserve and iransfei to the Reserve 
Bank of India with effect from i April 1935,^ was that it was largely 
held in London mainly in short-term paper of various kinds 

A part of the Paper Currency Reserve was also placed in London 
The Chamberlain Commission justified the location of the Gold 
Standard Reserve in London on the ground that London was the 
clearing house and the loan market of the woild Further, India's 
principal customer was the United Kingdom, and London was the 
chief place where money was requiied both for the cxpenditme of 
the Secretary of State on India's behalf and foi the payment of India's 
commercial obligations to England and the world in general If the 
I j reserve were kept in India, it would have to be shipped to London, 
y involving unnecessary delay and expendituie Also there was no 
short-loan market in India, and the location of the reserve theie would 
be wasteful because it would be unable to earn any interest Again, 
the practice of holding foreign bills followed by the Central Banks in 
certain European countries provided^an analogy to the Indian svstein 
of holding the reserve in London 

These complicated arrangements regaiding the location of the 
reserve were possibly primaiily intended for meeting situations of 
exchange weakness caused by an unfavourable balance of trade In 
view of the fact, however, that an unfavourable balance of trade is 
an abnormal phenomenon in the case of India (occurring about once 
every ten years) it was not necessary to maintain such elaboiate stand 
ing arrangements to meet what is after all a rare contingency 

The Secretary of State could have easily put himself in funds foi 
meeting his expenditure without the reserve being kept in London 
for this purpose And clearly the main object of the reserve was 
not the convenience of the Secretary of State in » this respect 

As regards the absence of a short-loan market in India, it was not 
true that there was no scope for short-term investment in this country, 
as the experience during the war of 1914-18 and after has proved 
In any case, interest could not be considered to be the decisive factor 
in determining the location of the reserve 

Other countries, even if they have an unfavouiable trade balance 
as the normal feature of their international trade, did not usually 
maintain a reserve at foreign centres There was no such reserve, 
for example, kept by any foreign country in India itself on the ground 
that year after year it had to make payments to India in settlement of 
trade obligations 

With regard to thj Paper Currency Reserve, it was an anomalous 

^ See §24 below and ch x 
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position thdi tile icseive intended foi sccuuiig the convex tibility of 
the notes ciiculating m one countiy should, instead of being kept 
there, be to any extent located at another place 6,000 miles away, 
thus impairing the confidence m the note issue One of the reasons 
given foi this practice was that London was the cheapest and best 
organized market for sihci, foi the purchase of which il was con- 
venient to hold ample lunds in hand But li England, not being a 
pioducci o£ silver, is yet the best inaiket for silver, there was no 
reason why an equally efficient market for the metal could not have 
been developed m India if the Government had consistently made 
then purchases 111 the couniiy iiseif Instead of making any attempts 
in these directions, the Goreinmcni may be said to have actually 
impeded the dcrelopmcnt by the imposition of an import duty on 
Silver Again, c\cn supposing purchases were to be made m London, 
there was no particular harm in tiansf erring funds from India when 
they were actually wanted instead of holding them there in advance 
^The rncon\eniencc and additional expense wmild have been well 
worth while as tending to allay popular suspicion and discontent It 
would also seem that in circumstances of urgency, arrangements could 
have been made foi raising the necessary funds in England, for ex 
ample, with the assistance of the Bank of England, pending the 
transfer of money horn India Lastly, the secrecy in which the dcah 
mgs in connexion with the purchases of silver were shrouded naiu- 
rally led to much adverse criticism 

58 Management of remittances —As we have already seen, the sale 
of Council Drafts by the Seaetaiy of State was the machinery employed 
for drawing funds from India to London The complaint in this 
connexion wms that unnecessarily laige amounts were transferred from 
India to London by this method, especially since 1904 This was 
defended on the ground that it enabled the Secretary of State to 
strengthen his financial position No explanation was, however, 
offered why such ’strengthening ivds needed Similarly, it was said 
that It was desirable that the Seaetaiy of State should,- avail himself 
of exceptional!) profitable latcs foi the Council Bills whenevei they 
could be obtained Here again the assumption is tacitly made that 
the question whcthei the funds weie lequncd was of suboidmate im- 
portance It was often claimed that by drawing moic money than 
was immediately required for Iris expenditure the Secretary of State 
made possible an avoidance 01 1 e duction of debt But these exces- 
sive drawings cii com aged the policy oi surplus budgets in India 
Instead of the avoidance 01 1 eduction of debts, remission of taxation 
m India would havT been a moie worthy object to pursue 1 Besides, 
It was noticed that even when the Secretary of State's cash balances, 
w^'cre ample, large floating loans were raised in London 
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The supeifliious money which accumulated in the hands of the 
Secretary of State in this manner was loaned out m London at very 
low rates of inteiest to ‘appioved’ borroweis, ol whom a list was 
maintained by the Secictary of State Complaints weie common that 
a good deal of favouiitism was shown m the administiation of these 
loans, and colour was lent to these complaints by the fact that the 
membeis of the Finance Committee ol the Secictaiy of State’s Council 
were often themselves diiectois and business men who weie interested 
in selecting the lecipients for these loans 

Anothei practice that was objected to was that the Council Bills 
weie often sold at lates below the specie import point even when 
there was no uigcnt necessity £oi lunds in London 

One of the pimcipai justifications iiigcd loi the sale of Council 
Bills beyond the icqunements of the Secietaiy of State was that u 
was a gieat help to the loieign nade of India But the trade was 
lully capable of looking aftei itself and would have had no difficulty 
111 finding alteinatite means of financing itself, as in fact it had done 
with sufficient ease whenever the sales ol Council Bills happened to’ 
be cm tailed Theie was thus no ovei whelming leason why the Gov 

ernment should have gone out of then way to assist tiade All that 
i they need have done was to make gold fieely available for expoit 
ll whenever requiied 

The Council Bill system had all the appeal ance of an elaborate 
device for diveiting the flow of gold from India and saving London 
the inconvenience and cost of finding it foi India, ‘ tvhile acting as 1 
leceptacle foi as much of India’s gold as possible— not to hold but to 
use ’ ^ 

In his memoiandum to the Babmgton Smith Committee, Su 
Stanley Reed pleaded forcefully for an abolition of the control over 
the Indian exchanges exeicised by the Secietaiy of State He mged 
that the Government of India, and to no less a degiee the Secretary 
of State, were suspect in the eyes of a laige secuon of the Indian 
community The Secietary of StaCe, he pointed out, opeiated 6,000 
miles from the great Indian financial centics ‘ He was sui rounded 
by, and natuially amenable to, inteicsts not Indian 111 their ideas 
and aims He acted in secret, and it was fiequently impossible to 
obtain any mfoimation m India of the groundwoiL of measures 
which, however wise and expedient in themselves, were not undei 
stood and were liable to peiveision in India The political disadvan 
tages of such complete poweis being exeicised in seciet so Car from 
the people vitally affected by them could not be easily exaggerated ’ 
The real objection to the Indian system was not that it was 
managed— for in most civilized countries management in some form 
or other is ess^atial— but that it was ill managed In the words of 

^ See Indian Currency and Finance (‘ Times 0? India ’ Bfess, 1913), p $7 
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Proiessor Nicholson, ‘ ii is a bad thing for a country when the masses 
of the people begin to led that something is wiong with the cur- 
rency’, and, whate\ei the inherent excellences of the gold exchange 
standaid, it certainly had made the people of India think that some- 
thing was veiy wrong with then currency system 
§4 Inflation of currency and rise of prices — The Hilton-Young Com- 
mission, as we saw, pointed out that the Indian system was unauto- 
matic and was especially defective on the side of contractibility of 
superfluous cuiiency One of the inevitable lesults of this wa& an 
inflation of cuiiency and an excessive upward movement of Indian 
^ puces ^ As Piofcssoi Nicholson pointed out in his criticism of the 
Report of the Chambciiam Commission, since the convertibility of 
the lupec was partial and often suspended, it was unavoidable that 
in course of time, if new additions continued to be made, the cumu- 
lative effect must come into operation, causing a general rise in prices 

With the best intentions in the world, the Government were 
liable to grave euors of judgement in ascertaining the currency 
-Tcquiiements of the countiy - The demand for rupees often appeared 
to be quite sound and necessary without its really being so, and mis- 
judgements were paiticularly easy as the lupees once issued to the 
public went up countiy and did^^not come back quickly 
§5 A haphazard and expensive system— The gold exchange stan- 
dard in India had lesulted horn a senes of administrative notifica- 
tions not consistently informed by any deliberately adopted ideaL 
Many of the practices that had come into vogue as integral parts of 
the system had no legal validity As the late Sir Dadiba Dalai 
remarked m his Minute of Dissent (pars 59-60), the system as a 
whole was never cleaily and explicitly defined, and this had a general 
unsettling effect 

The gold exchange standaid was often commended for its cheap- 
ness relatively to a gold standaid proper But if we allow thetr 
pioper value to all its disadvantages as detailed above, it would be 
excusable if we concluded that iht cheapness of the system was very 
dearly bought indeed ^ 

^ See ch i\ 

^ * Here m India, Government has been attempting too much , it has taken 
upon Itself the whole task of providing the necessary supply of currency, and 
adjusting it to varying needs of different occasions — a task not completely en- 
trusted even to a banking institution in any other great country of the world — 
a task beyond its ability and one that exposes it to undesirable pressure 
In fact since the closing of the mints the Indian currency system has been managed 
at the whim of the latest ofScial sent out from England One man •ould 
come along and stuff the currency, the next would starve it There has been 
no plan at all , . but always some fresh experiment advised— a gold mint, 
prohibitive duties on silver bullion— anything or everythmg * Moreton Frewen’s 
evidence before the Chamberlain Commission See als© H L ^Chablanx, Sfttdtfs 
m Indian Currency and Exchange ^ pp 93-4 ^ 
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The system had also failed to destroy the hoarding habit and 
teach the people to appieciate the benefits of economical forms of 
currency 

§6 Internal versus external stability —In oider to be quite fair to 
the gold exchange standard, ive must count its successes as well as 
Its faiiuies One of the achievements with which it has been credited 
has been that it gave the countiy a long peiiod of exchange stability 
Of course it bioke down utterly duiing the war of 1914-18 but so 
did almost every other curiency in the world And on the whole, 
the gold exchange standard succeeded in keeping the foreign ex- 
changes more stable than under the silver standard We must, how- 
ever, hasten to add that not all its critics are inclined to admit even 
so much They point out that even if the war period is excluded 
from consideration, the system could not be said to have stood the 
test proposed for it The only time that it was put to the proof 
before the war was dm mg the ciisis of 1907 8, and then it was kept 
standing only with the help of outside supports The Government 
had to give an undertaking to boriow, if necessary, to maintain tile 
standard, and weie compelled to increase taxation in order to lay 
down gold It was therefore only a fair-weather system, which threat- 
ened to collapse at the least sign of a storm However, even if we 
admit that prolonged stability of exchanges was one of its positive 
achievements, we must put against this the internal instability of 
prices with a general tendency towards a rise which it occasioned 
Most economists agree that stability of internal prices is far more 
important than stability of the foreign exchanges ^ 

These imperfections of the system had created much distrust, 
which had been further intensified by too much being left to execu- 
tive action and by the absence of statutory regulation of the duties of 
the Government as the cuirency authority A substantial measure 
of external stability had been attained in the past But what was 
lacking was the certainty and simplicity so necessary to ensure con- 
fidence in the currency system and to wean the uninstructed public 
^from hoaidmg and the disinclination to investment 

The gold bullion standard - The Commission, aftei examining 
several proposals for 1 eform, came to the conclusion that the establish- 
ment of a true gold standaid was necessaiy in the ciicumstances of 
India They aigued, however, that it was possible to have a true 
gold standard without putting gold into ciiculation They proposed 
/that the ordinal y medium of cn dilation m India should remain, 
\ as at piesent, the currency note and the silver rupee, and that the 
stability of the curi'ency in teims of gold should be secured by making 
Uhe curiency directly convertible into gold foi all pm poses, but that 
jgold should «iot circulate as money It must not circulate at first 
stand need not ciiculate evei ’ (Par 54) ^ 
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The chief leason, accoiding to the Commission, against putting 
gold into circulati^ is that, the laigei the amount of such gold in 
emulation, the smallci the 'gold ieser\es and the greatei the inelastj^ 
city of the a edit structme based on them They endorsed the view 
of tlie Chimberlam Commission that gold m ciiculation is of doubt- 
ful value for the suppoit of exchange The Commission also urged 
that the gold bullion standaid piomised to set up almost immediately 
a lull gold standaid and dispensed with any period of tiansition con 
templated m the othei schemes While providing foi the giaduai 
so cngthening of the gold leserves at a late which would not have 
any unsettling effects on woild conditions, the scheme was capable 
of adjusting itself to any futuie decision in favour of a gold curiency, 
which It was impossible to xntioduce all at once, but foi which the 
door would be left open The Commission’s own view was that it 
would be unwise to contemplate the introduction of a gold currency 
undei any conditions, and they expiessed the hope that India would, 
in course of time, come to look upon it as an obsolete and outworn 
ideal The wai had taught the European nations to dispense wnth 
the expensive luxuiy ol a gold currency Indeed, according to some 
high authoiities, gold in cuculation was coming to be legaided as a 
sign of a backwaid civiii/ation Undei the Commission’s scheme the 
obligation to be imposed by statute on the cunency authority was 
to buy and sell gold without limit at lates determined with reference 
to a fixed gold paiity of the rupee^ but in quantities of not less than 
400 fine ounces, no limitation being imposed as to the purpose foi 
whi<rh the gold was leqiuied, so as to ensme the stability of the gold 
\alue of the lupee and the stability of exchange within the gold points 
corresponding to the selected paiity Gold was thus to* be made the 
real standard of value The rupee was to be linked to gold and not 
to stcilmg 01 any othei cmiency or gioup of curiencies While the 
system was an absolute gold standaid and not an exchange standaid 
as hitherto, because ippees and notes weie to be convertible into gold 
bais for any puipose, the compensatory mechanism of the exchanges 
tv as pieseited, as gold bars aie not cmienc> The cuirency would be 
expanded w^hen notes or lupees weie issued by the curiency authority 
in exchange foi gold bars and conti acted wdicn it gate gold bais £01 
notes and lupees 

The com Cl Sion of lupces into gold bais and not com, the demonr- 
tnation of the sovereign (pioposed in ordei that the existing hoauK 
of gold coins might be prevented fiom entcimg into circulation) and 
the system of gold sat mgs ceitificates pioposed by the Commission 
would all tend to lob the hoaids of their power of distmbing mtcinal 
puces and money laies 

Buying and selling rates for gold — Buying §nd selling lates foi 
gold, fixed with i^feience Only to the par value of the rupee and 
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Without rcfucnce to the costs o£ impoitatiou or to any rieviation in 
the \aluc of the cuiicncy fiom its gold parity^^ would make the ciu- 
icncy authoiity the cheapest market foi gold This would not only 
dcstioy the gold bullion maiket in India, but would also saddle the 
cmicncy authoiity with the work of selling gold foi nonmonctaiy 
uses, which does not properly belong to it In older to iicc it horn 
tins obligation, the Commission lecommended that the selling prices 
ol gold should be fixed at such lates as would make possible the 
1 cplenishment of the stock ol gold without' loss by impoitation from 
London ^ 

The Commission pioposed the icmoval ol the le.^al t cndei qu alii> 
of the sovereign so long as the amount of gold in the leseives was 
not big enough foi the introduction of a gold cuircncy, and so long as 
no definite decision m favour ot a gold cuiiency was taken Othci 
wise, the gold fiom the reset ves might pass into cii dilation, pi eventing 
any con ti action in the curicncy and counteracting the compensatoiy 
effect of the exchanges 

Convertibility of notes —The Commission lecommendtd tlui 
the existing anomaly m the Indian ciUiency system due to the obliga 
non of the Government to convcit one foim of note, namely the note 
punted on papei, into another iorm, namely the lupee, which is 
merely a note printed on silvei, must be i amoved, to iid the system 
ol the threat involved in a rise in the puce ol silvei Of couise, the 
piomise ol converting the existing notes into lupees must be kept 
But no obligation foi conveision into silver rupees should attach to 
the new notes It was, howevei, essential that facilities for the’fiee 
exchange of notes foi rupees should be provided, so long as the people 
desued to obtain metallic rupees, in order to inspiie public conk 
dence and ensure the populaiity of the note issue 

The Commission pioposed the le-issue of the oneiupte note 
with full legal tender powei and, like the other notes of the new 
status, not legally comembl e in to silvei i tepees ^This would help m 
popularizing the use of notes and'offeiing a way out, in case the price 
of silvei should evei again use above the rupee-melting point 

In view of the withdiawai of the existing legal light of comeiti 

^ The par value of the lupce is pioposed by the Commission was. is 
“(S 47 grains of fine gold) or Rs i>37 foi £i The pai \alue of a tola of 
gold at this late was Rs 21-3-10 Tin Commission proposed ns manv is thice 
dilferent selling lates for gold, based on London as the gold centre loi India 
(1) When the TT rate on London was at 01 above the uppei gold point 
{15 6 13/64^^), the selling rate for ddiveiy m Bombay was to be the same as 
the buying rate, viz Rs 21-3-10 per tola of fine gold 

When the T T 1 ate on London was below the uppei gold point, the selling 
late (li) foi delivery in London was to be Rs 21-7-9 (allowing for cost of 
tiansport to London), (111) while for delivery in Bombay it was to be Rs 21-119 
(allowing for twice the dost of transport) See H^lton-Yomig Commission Repoit, 
P 9S ' 
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bility of notes into lupees, it was necessary to impost a statu toiy 
obhgation on the cmiency authority to convcit ali notes, excepting 
the one rupee note, on demand into legal tcndei money, that is, into 
notes of smaller denominations 01 silver lupces at the option of the 
cunency authority^ though all leasonable demands of the public foi 
metallic cun ency should be met in practice 

§10 Umiication and compositioB of the reserves —The Commission, 
lecommended that the paper cun ency and gold standaid reserves 

should be combined into one cuirency leservc so as to ensuie the 

efficiency of its woikmg and make it simpler and nioie intelligible 
to the public 

As regards the new leseivc, the Commission recommended that 
(i) The composition and piomotion of the lescive should be laid 
down by statute so as to ensure aulomatic expansion and contraction 
of cuirency and the compensatory effect of the exchange (11) The 
proportional reserve system should be adopted, and gold and gold 
s(;curities should form not less than 9i_ 

currency auth6rity should strive to work up to a icserve ratio of 
50 to 60 per cent The gold holding should be laised to eo per 

cent of the reserve as soon as possible, and 25 pei cent within ten 

years During this period no favomablr oppoitunity of foitifying 
the gold holding should be allowed to escape unutilized Of the 
gold holding at least one half should be held in India (111) The 
silver holding in the reserve should be veiy substantially reduced 
durjing a tiansitional period of ten years (iv) The balance of the 
reserve should be held m self-liquidating trade bills and Government 
of India secuiities The created securities’ should be replaced by 
marketable securities within ten years (v) Rs 50 croies might be 
legaided as the approximate liability m respect of the conuactibility 
of the rupee circulation An amount equal to one-fifth of the face 
value of any increase 01 decrease m the number of silver rupees tn 
issue should be addt-d to or subtracted fiom this liability, and the 
balance of profit or loss should accrue to or be borne by the Govern 
ment revenues 

The Commission urged that the fortification of the gold reserves 
in the manner desnibed above would involve the minimum iisk 
and expense and was necessary (1) to enable the currency authoritv 
to discharge its obligation to sell gold in exchange for currency and 
in view of the new status of the notes which were convertible into 
gold, (11)^ to enable the Government to encash the gold certificates 
111 case they proved to be popular and (iii) to facilitate the intro 
duction of a gold currency if it was decided to have it 

In the opinion of the Commission, silver reserves were out of 
place in a gold standard^system, but the peculiar position of the 
rupee, due to the fact that it foims a large proportion of the 
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total circulation, and the considerable seasonal ebb and flow in this 
foim o£ currency, made it necessary to hold a part of the reserve 
in silver The one rupee note would reduce the quantity of lupees 
lequircd, and thercfoie the silver holding in the leseive should be 
Icsaened in the period, of tiansition, from R$ cro res (on 30 
\pn\ 1926), to Rs 25 crores 

The Commission recommended that the rupee securities of the 
Government of India held in the rcseivcs should be limited to an 
amount equal to so much of the circulation as was unlikely to be 
withdrawn, plus such fuither amount as could be easily realized 
without distuibing the Governments credit, because such securities 
aie less desirable as assets than trade bills, which, unlike the foimei, 
possess the quality of automatically expanding and contracting 
curiency in accordance with the needs of the country, independently 
of the will and |udgement of the curiency authority Moi cover, a 
larger holding of Government securities would make their realiza- 
tion, in case of need, difficult The new arrangements foi the issue 
of paper cuirency and the position of the Curiency Reserve since 
the establishment of the Reseive Bank of India (April, 1935) are 
reviewed in chapter x ^ 

Gold Bul lion versus Gold Cur renc y Si andaes^ 

Critiqu e of the^gpld b ullion standard — The Commission claimed 
for the gold bullion standard which they advocated that it made gold 
the sole standard of value and ensmed the absolute convertibility 
of the internal curiency into gold £01 all purposes, though* it so 
arranged matters that, while gold was to be always available in ex- 
change for currency in India, gold would remain m the central 
leservcs for use m supporting the exchange value of the currenc}, 
but would not go into circulation ^ The latter object was to be 
fulfilled by the demonetization of the sovereign and the sale by the 
currency authority of gold m the form of bars Its purchase from 
the same authority by the public for non currency pui poses was to 
be guarded against by offering gold in quantities of not less than 
400 ounces (or 1,065 tolas) at a time and at a rate inclusive of the 
cost of importing gold from London to Bombay 

The convertibility of legal tender currency into gold bais nia) 
be good enough for banks and bankeis, but for the masses it was 
quite inadequate and unintelligible Also the minimum limit of 
400 ounces was excessive and was calculated to impede the conveiti- 
bility into gold so much as to make it unreal The demonetization 
of the sovereign and half-sovereign was widely criticized as a deh- 
mtely retrograde step, since even under the exchange standard before 
the war of 4914-18, a considerable number of sovereigns, estimated 

^ Sir Basil Blackett’s speech 'it Delhi, 23 November 1926 



INDIAN ECONOMICS 


308 

at £6,000,000, weie in the hands of the public Even in England, 
under the nexv cmiency airangements of 1925, the so\ ereign' was not 
demonetized 

§12 Case for a gold currency {standard in India— The Commissions 
scheme of the gold bullion standaid was obviously influenced by the 
analogy of the English system The restoration of the gold standai d 
m the form of a bullion standaid in England in 1925, it is said, 
maiks a considciable advance m the world’s cuiiency e\olution to 
waids the ideal system of an international exchange standaid as 
recommended by the Geneva Confeience in 1922, undei which the 
internal cuiiency would consist of inconvei tible papci, and gold 
would be available only foi liquidating foreign debts In India con- 
ditions in 1926 pointed to a gold standaid with its usual concomitant 
of a gold curiency Under those conditions in India a gold cuiiency 
could not be regarded an unnccessaiy luxuiy oi a meie mattei of 
tiaditional etiquette associated with the gold standaid Hiis is why 
almost all Indian witnesses, and some Euiopean witnesses of un- 
questioned competence, like Dr Cannan and Bi Giegoiy,^ strongly 
uiged on th§ Hilton \oung Commission the need foi the adoption 
of a gold cuiiency standaid Sir Ba^sil Blackett himself expiessed the 
view that befoie India could think of any ideal system she would 
probably have to pass first thiOugh the stage ol having gold com 
available, into which all other foims of curiency would be convex tible 
at will The simplicity and intelligibility^ which the Commission 
admit as being indispensable requisites of any cuiiency system that 
could be regal cled as satisfactoiy tor India, cannot be said to De the 
distinguishing featuics of the gold bullion standard as lecommended 
by them 

§13 Other objections to the Commission's proposals The buying 
and selling rates of gold proposed by the Commission were also sub- 
jected to unfavourable comment The regulation of the lates m such 
a maiinei that the cmricncy authority will buy gold when it is cheapest 
and self it when it is deaiest m the*^ maiket will have the effect of 
making the buying and selling iiansactions raie m India Tins 
applies especially to the sale of gold by the currency authoiity The 
public will buy only when the purchase is necessaiy for expoit 
pui poses Furthei, the offer to sell gold at a moie favouiable raie 
in London than in Bombay, pioposcd by t>he Commission when 
exchange was below the upper gold point, would encouiage, 01 pei- 
haps was intended to encourage, the deliveiy of gold m London This 
was objected to as perpetuating one of the evils of the gold exchange 
standaid^ In this connexion we may lefei to the Commission's 

i Spp HtltowY aimg Commission Report^ Appendix.es 80 and 81 

- See P B Juninrknr, 4 n EY^minatwn of tht Cmiencfi Commission's Repoit, 
P 55 ’ 
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rccomrncndation that ‘ of the [Reset ve] bank’s holding ot gold com 
oi bullion, at least one half shall be held in the bank’s custody in 
India, while the remamino half may be held outside India in the 
custody of its blanches oi agencies oi deposited m othei banks ear- 
mat ked foi the bank’s account Gold in any mint oi tiansit belong- 
ing to the bank shall be counted as pait of its lesenves’ (par 145; 
The large holding of gold sceuiities lecommendcd by the Commission 
meant that our rcscivc to tliat extent wohicl be invested abioad In 
\iew of the susi^icion and cbstiust which the piacLicc of holding 
icserves in London has engendeied, special caie was necessary not to 
piopose any airangements which would involve the location ol Indian 
money in Imndon 

Although we hold that India would have done well iu have 
adopted the gold eiurency standaid in 1 926-7 we must admit that 
in view ol the widcspicad bieakdown of the gold standaid since Sep- 
tember 1931, the absence ol the icquisite conditions foi the successful 
opciation of this t)pe of standaid and its unceitam future, ^^the 
thought of taking any immediate ^teps m the diiection of a gold 
cuiiency standaid 01 c\en the gold bullion standaid must for the 
moment be abandoned Even ibwe succeed in evolving in the near 
future a model ately satisfactoiy gold bullion standard when world 
conditions aie favouiable for a ictuin to the gold standaid, we shall 
have reason to congiatulatc oui selves 

The Commission did a valuable seivicc to India by recommend- 
mg t^iat the exchange standaid, which had been the cause of so much 
discontent, should be definitely scrapped, and that the official control 
over currency and exchange should disappeai utteily and for evci 
But the unsatisfactoi y gold bullion standaid which they proposed as 
an effective lemedy foi all the evils ol the exchange standard, did 
not excite any enthusiasm in the minds oi the Indian people A 
genuine type of gold bullion standaid suited to Indian conditions 
would have been more acceptq^ble failing the** full-fledged gold cur- 
rency standard at the time the Commission’s recommendations were 
made (1926) The question of the monetaiy standard in operation 
in India today and the future monetary standaid of India are dealt 
wuth later in the chaptei 

Stabilization of thi Rupee 

§14 The ratio of stabilization. — The Commission lecommended that 
the rupee should be stabilized in relation to gold at a late conespond- 
ing to an exchange late of is 6d for the lupee, thus giving it the 
value of 8 47' grains of gold They thought that at that rate prices 
in India had alieady attained a substantial measuie of adjustment 
with those the wolld at large, and that^ny change in it would mean 
a difficult period of adjustment and widespread ecoliomic disturbance. 
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The Commission argued that when exchange and prices had been 
steady over a considerable period, there was justification for assuming 
that wages were in adjustment unless theie weie clear indications to 
the contraiy The statistics of foreign tiade appeared to strengthen 
the assumption As regards contracts, the Commission argued that 
the bulk of the contracts were short teim and were therefore not 
affected by the higher latio 

As legards the contentibn that the is rate was the ‘natmal ’ 
rate for the rupee,, the Commission argued that the only rate which 
could be properly regarded as natural was the figure at which prices 
were in adjustment with the existing volume of currency and in 
equilibrium with external prices And from this point of view 
ts 6d appeared to them to be clearly the ‘ natuial ’ late in the exist- 
ing circumstances If, on the other hand, by natural rate was meant 
that rate which would establish itself in the absence of statutory en- 
actment or executive action to anchor the lupee at a particular point, 
on this supposition there would be such extensive fluctuations in the 
rate of exchange m a country like India with its wide seasonal fluctua- 
tions of tiade, that it would be impossible to distinguish any parti- 
cular rate as ' natural ' • 

Even if the view that prices and wages had been substantially 
adjusted to the is 6d rate were challenged, it could not be seriously 
contended that they were in any way adjusted to the rate of is 4^ 
because that rate had never been effective sufficiently long during the 
preceding eight years or so In so far as adjustment had taken 
place at all, it must have been to the higher late of is 6d The 
reversion to is ^d in these circumstances was bound to produce a 
general rise of prices to the extent of 12I/2 per cent, a change which 
would press severely on consumers in geneial and especially on the 
poorer paid members of the literate classes It would also result in 
an arbitral y reduction of the real wages of labour for which there 
was no justification in*equity or in expediency The finances of the 
“Government, central as well as provincial, would be seriously upset 
by a level s*on to is 4.d , which would postpone indefinitely the 
long and loudly called-for abolition of provincial contributions 
§15 Minute of dissent — Sir Purshotamdas Thakurdas m his Minute 
of Dissent pointed out how the Government had made up their mind 
to raise the exchange to is 6d and had surprised the Commission 
with a fait accompli so as to prejudice both their inquiry and finding 
He showed how the Government threw away the opportunity m 
September and October 1934 of stabilizing lire rupee at the pre-war 
rate of and used the fictitious ratio of gold on the statute 

book as a potent weapon for rigging up the exchange— a procedure 
which involved seiious contraction of currency 
His main conchisions^were as follows 
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(i) No adjustment m wages had taken place and none was likely 
without a struggle (ii) Until adjustment was complete, the is 6d 
ratio presented the foreign manufacturer with an effective, though 
indirect, bounty of i^Yo pei cent, which would place a heavy stiain 
on Indian industries (in) A change m the ratio would mean an 
additional buiden of i2i/^ per cent on the laige bulk of the debtor 
class who were mainly agriculturists The debt being an old one of 
long standing, it was natuial to assume that it was mostly contracted 
on a 1^ 4.d basis (iv) The adverse effect on public finances of a 
i eversion to i^ 4.d had been exaggeiaied (v) The adverse effects of 
15 4.d on a small section (about 21 pci cent) of the population con- 
•bisting of the pooily paid members of the literate classes must be 
allowed less weight than the suffering which the highei ratio would 
entail in the case of the remaining 79 pei cent of the total population 
4 s to labour, the existing rate of wages was sufficiently high to cover 
a possible use in prices caused by the adoption of 15 ^d In any 
case there was the compensating advantage of a continuity of ern 
ployment due to the fact that the lower latio would ensure greater 
prosperity to industry and agriculture, while the higher ratio was 
sure to injure both (vi) The ratio of 15 4^ pievalent before the 
wai of 1914-18 was disturbed as a result of the war in common with 
ihe ratios of other countries of the world But other countries had 
unvaiiably striven to restore their pre-war ratios Even if it were 
granted that the disturbance involved in either case was equal, the 
<lecision should still he in favour of 15 4^ 

^16 The ratio controversy examined -—The majority Report and 
the Dissenting Minute together provided a complete armoury fiom 
which combatants on either side drew their weapons in the fierce 
controversy which laged lound the question of the ratio However 
plausible the aiguments may look at first sight, on a closer scrutiny 
it IS possible to detect seveial flaws in the reasoning employed by 
the advocates as well as the opponents of the new ratio 

(1) Cnticism of the Majority's ai giiments —The Majority begin 
by pointing out that the index numbers, on which they base then 
arguments regarding the puce adjustments to the 15 6d ratio, are 
by no means an infallible' guide ^ But by the time they finish their 
calculations based on these admittedly imperfect index numbers, 
they somehow succeed in attaining an absolute conviction that sub 
stantial adjustment had undoubtedly taken place, and they w'oik 
themselves up to an almost apostolic fervour in favour of 15 6d , 
forgetful of their own warning about the unreliability of the index 
numbeis (Sir Purshotamdas also lays himself open to a similar 
criticism when, fiom the same statistical material as employed by 

the Majority ,'^he obtmns a piecisely opposite conclusion and shows 

% 

^ See HtUon-Y oung Commission Ruport^ pars '' 178-9 
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cin equally unwaii anted and unquestioning iaith in the aceuiacy ol 
Ins lesults) 

No statistical evidence is adduced by the Mcqoiity to show that 
wages were in ad]ustment with the latio, except in the case of the 
]iite industiy As legaids longteiin contiacts, the Commission 
aigue that the is bd late did not constitute a hardship, because 
£oi example, in the case of the land revenue settlements, the icai 
incidence of land ic\cnuc had been mateiially lightened owing to 
the \eiy gieat use m piiecs since 1914 They aigue against the 
concealed 1 eduction ol the wages oi the millhands by manipulation 
o£ exchange, and, foi the sake of consistency, they should have 
icgaidcd the concealed incicase m the land icvenue assessment as 
one of the valid points against the 1^ 6d latio 

The Majoiity, while lightly admitting that the influence of the 
latu) on Government finances must not be legaided as a decisive 
facioi, weie neveithcless not able to lesisi the temptation of exploU- 
ir^g the aigument foi all it was woith and moic 

The Majority objected to a reveision to 4^ on the giound 
that It \voukl entail undcsei\ed suiteimg foi the pooici paid liteiate 
classes Considcimg that these classes had suffeied moie than any 
othcis by the leceni use m piiecs and that much of the biiiden 
<iusing fiom the extension of the new policy of pioiection which 
hid been lecentl)' initiated was sine to fall on them, it may be 
aigued that theie was puina jacte a good case for any step tending to 
juouiote the interest of the middle and the lowei middle classes 
But the gcneial use ol puces to the extent of i2i/^ pei cent, feaied 
b) the Majoiity as ceitain to lesult fiom the leduction of the latio 
to is 4d , assumed what really had not been pioved, namely, 
that puces had aheady completely adjusted themsehes to 15 6d 
Finthei, even taking complete adjustment foi gianted, theie weie 
leasons foi hoping that the full use of i2i/^ cent would not 
ha\e actuallv manifested iiself bec^msc it would have been countci- 
acted to some extent bv the unmistakable tendency of the 'woild 
puces to fall 

The strongest point made b^ the Majoiiiy was that the highci 
late had enjoyed an iinbiokcn existence foi ovei a yeai and that 
theiefoie picsumably a good deal of adjustment had aheady taken 
place Even here, however, it may well be objected that the peiiod 
of ovci a yeai’ iias not long enough foi substantial adjustment, 
and that the piesumption was against, lalhei than in fa\oiu ol 
such adjustment having taken place ^ 

' In his Mmule of Di-^sent (pai 80) Sir Pin shotamchs ThaUndas has lefttred 
to the \ie\v of Mr J M Kejnes that, m a countij hko the United Kingdom, 
about two years is the necesrar}- period for readjustment to a ten pfr cent 
vaiiation xn exchange and ;:hat, if this is the case in a coimtiy the bulk of 
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(li) Ciiiical examination of the case foy 15 4c/ —It can equall) 
well be shown that the champions of is 4.d did not always use 
aiguments which weic cntiicly unexceptionable Foi example, the) 
laid much sticss on the excessive deflation of cuiiency indulged in 
by the Government m oidci to maintain the latio at iv 6d But 
if the deflation was as gieat as it was made out to be, it must 
ha\e substantially biought down the geneial le-scl ol puces To 
admit a consideiablc fall oC puces, howcvei, was lo admit a molt 
Ol less complete adjustment to the highei latio 

The opponents of the highei latio dwelt on the inciease m the 
buiden of luial indebtedness caused by it, but they did not take into 
account ceitain compensating advantages acciuing to the agricultuiist 
from cheaper implements and, in geneial, a decreased cost of pio- 
duction They also failed to take cognizance of the fact that a good 
deal oi the agncultuial debt is incurred in kind and not in money ^ 
and that part of it also consists of short pei lod obligations ^ 

By fai the stiongest aigument m favour of the old latio was that 
stabilization at i^ 6d appeared like wanton tampciiiig with the 
standard of value Even if we choose the most favouiable ground foi 
the advocates of 15 6d and assumie that economic distiubance would 
have been gi eater undei is qd , the evils proceeding from this dis- 
tiubance would have been 11101 e leadily acquiesced in by the people 
As It was, the departuie from the old latio vastly inci eased the 
numbei of cuiiency malcontents and piesented critics of the Goveiiv 
ment with a fresh giievance, so that the new latio has taken its rank 
along with the diain theoiy as an all-sufficient explanation for evciy 
conceivable evil 

The economic historian of the futuie will ceitainly not lecoid 
the period that has passed since the new ratio was made effective as 
among the most prospeious m the annals of this countiy, and the fact 
that the country passed thiough \eiy difficult times dufmg the period 
of the economic depression (1Q2933) and the lebession (1937-8) added 
to the vehemence with which the Government’s exchange policy was 
attacked It may be aigued that industiy and commerce would have 
been in an even wmrse plight, if the country had gone back to the 
old latio This, howevei, takes for gi anted that moie than per 
cent of the transition to the is 6d ratio had been accomplished 
which IS precisely what requiies to be proved We have aheady 
suggested above that the evidence adduced in suppoit of the Com- 
mission’s view that the major part of the adjustment was already 
over, when they began then deliberations, is fai fiom convincing 

whose trade is external, the period requited must be undoubtedly longer m a 
country like %idia whose internal tiade is much gieatei in volume than her 
foreign trade ^ 

^ See J C Co>ajee, Indians Cmrency ExcJmn^e ^and Bailkwg Problems^ p to 
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We have gone hirther and argued that even if the reveision to is 4,d 
had meant slightly greater distuibance— and this is the utmost that 
need be conceded by anyone impartially weighing all the evidence 
pioduced—it would have been worth while iisking it for the sake of 
the old standard It should, howevei, be quite clear that the longei 
the period during which the new latc^ is maintained, the stionger the 
presumption that conditions have settled down to it in a preponderant 
degree and the weaker the case £01 restoring the old ratio 
§17 Subsequent development of the ratio controversy (April 1927 
to September 1931 ) — Owing to the crisis which blew over from 
America in the autumn of 1929, puces of commodities and securities 
collapsed throughout the woild, and Indian securities shared the 
common fate The natuial nervousness of the investois in these cir 
cumstances showed itself in reluctance to invest and the phenomenon 
of the flight of capital from the rupee This tendency was further 
emphasized by the strong political agitation in India The woild 
economic depiession was marked by a steep fall of prices, especially 
m the case of agricultuial countiies like India whose exports of raw 
materials were badly hit 

In these circumstances the G6vernment found themselves com 
pelled to take special financial measures to maintain the exchange 
at IS 6d , such as currency contraction, the issue of Treasury Bills 
to Exchange Banks and other purchasers so as to control credit in the 
interest of the firmness of exchange, raising the bank rate of the 
Impmal Bank of India, etc 

The opponents of the 6d ratio argued that since so much 
management and manipulation was found necessary to maintain it 
till as late as 1931, with perhaps the exception of 1928, long after 
the new ratio was put upon the statute book (m March 1927), condi 
dons had not Jiecome adjusted to it and it was still desirable to go 
back to the old ratio of 4^ Another circumstance interpreted as 
showing the unsuitability of the ratio was the difficulty experienced 
by the Government m securing the necessary steilmg funds for remit 
tance to London in the years 192930 and Bctv\^ecn Novem 

her 1930 and March 1931 the situation became even worse Not 
only were the Government unable to purchase sterling, but they had 
actually to sell sterling to the extent of £5 6 millions to meet the 
demand that had arisen Later again they had to sell Reverse Coun- 
cils of the value of £14 million between June and 19 September 1931 
in support of the rupee 

It IS impossible to single out the new ratio as a factor of prime 
importance in explanation of the slump during the world depres- 

* The new rate (is 6 d) was placed upon the statute book^y the Indian 

Currency Act of March, 1927 §19 below * 

* Sap* fiAWAVAf Rw-ja 'i't anA o c* ^ 
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Sion Allowing for a certain necessary time-lag we should expect 
that any economic dislocation that may have been due to the ratio 
would have shown itself at its worst in the years nearest to the time 
when it was established and that it ought to be less and less seiious 
as we travel further and furthei away fiom this point 

A radical change lu ciicumstances may of course at any moment 
call for an alteration in the latio, however thoioughly well adjusted 
It may ha\e been at one time And ceitain circumstances had arisen 
since England had left the Gold Standaid in September 1931 in view 
of which It was possible to contend that a reconsideration of the 
matter had again become necessary ^ Erom a strictly economic point 
of view, however, the question can no longer be legardcd as that of 
a choice between js 6d and 15 ^^d A possible abandonment of the 
present ratio need not necessarily mean a reveision to the old ratio 
of IS 4d We should be quite prepared to find that if a thorough 
and unbiassed review of the position indicates the necessity of chang- 
ing the present ratio (namely is 6d steilmg), it might also indicate 
some ratio other than is 4^ as the most suitable in the altered 
circumstances 

^^18 The GoYemment accept the Hilton-Young Commission Report 
—On 16. January 1927, the Government published three Bills em- 
bodying the Commission's recommendations These were (1) a Bill 
to establish a gold standard currency for British India and constitute 
a Reser\e Bank of India, (11) a Bill to amend the Imperial Bank 
Act, 1920, and (111) a Bill further to amend the Coinage Act of 1906 
and the Paper Currency Act of 1923 foi certain pui poses, and to lay 
upon the Government certain obligations in regard to the pui chase 
and sale of gold (later altered to stcilmg) exchange The first two 
Bills Will be refer! ed to in our chaptei on Banking Here we are 
concerned with the third Bill which was moved in the Assembly by 
Sir Basil Blackett on 7 Maich 1927 The Finance Member explained 
the pnnciple of the Curiency Bill, w’^hich was that the time had 
arrived to stabilize the rupee and that the Bill proposed for the first 
time in Indian financial histoiy to impose a statutoiy liability on 
the Currency Authoiity to maintain the rupee at the ratio thus fixed 
Before the war there had been no statutory piovision for preventiiljg 
the rupee fiom falling below a fixed ratio of gold, so that the link 
between the rupee and gold was imperfect Sn Basil Blackett 
pointed out that the Bill was no moie than a tiansitional measure 
intended to be operative only during the period between its passing 
and the time when the Gold Standard and Reserve Bank Act should 
come into operation The Bill was bitterly opposed at every stage, 
but finally hemme law and came into operation from 1 April 1927 

See §§20 25 b^low ^ 



INDIAN ECONOMICS 

U 9 Tile Currency Act of March, 1927 - The new Act established 
the latio of 6 d by enacting that the Government would pm chase 
gold in unlimited quantities at the Bombay Mint at the puce o[ 
Rs 21-3 10 pei tolai of line gold in the foim of bais containing not 
less than 40 tolas (15 07) Holdeis of legal tcndei currency (siivei 
lupces and papci notes) rvcie entitled to obtain on application to the 
Controllci of the Cmicncy Calcutta, 01 the Deputy Conti oiler of 
the Cunency, Bombay, cithci gold at the Bombay Mint, or at the 
option of the Government, stciling ioi immediate delivery in London, 
piovided they demanded and paid' £01 an amount of gold or sterling 
of not less value than 1,065 tolas (400 07) of fine gold! at the late of 
Rs ai 3-10 pel tola of fine gold - Steiling was to be sold at the same 
puce after allowing £01 the normal cost of tianspoit fiom Bombay 
10 London A latc of is 5 49|64d was notified as the Government 
selling late foi steilmg to meet these obligations On 1 April 1927 
when the Indian Cunency Act ol 1927 came into foice, conditions 
governing acceptance of gold at the Bombay Mint weie published 
By the same Act sovei eigns and half sovereigns ceased to be legal 
tender in India, ^ but an obligation was placed on the Govcinmenl 
to leceivc these coins* at all cuir<*ncy offices and tieasuiies at bullion 
value reckoned at Rs 21-3-10 per tola of fine gold, that is, Rs 33-54 
pci full-weight sovei eign In spite of the fact that these coins ceased 
to be legal tendei theie was an appieciablc impou of sovei eigns into 
India The Cunency Act of 1927 established what may be called 
a Gold Bullion rum Steilmg Exchange Standaid m India Since the 
Government had the option of giving steilmg and not gold, stnclly 
speaking the standaid thus established was a Steilmg Exchange 
Standard although m practice it woiked as a Gold Exchange Standard 
until 20 Septembei 1931 steilmg till then being at pai with gold. 
(See §20 below) ‘If the Government chose to exeicise the other 
option open to them of offeiing gold in exchange £01 rupees, India 
would have had, in point of fact, i£*aot in law, a gold standaid Thus 
the standard of 1927, though a steilmg exchange standaid, was capable 
of becoming a gold standaid, and ceitainlv indicated that the gold 
standard was the ideal of the Government “ Ihc sterling exchange 
standard of 1927 was, of couise, supeiioi to the eailiei exchange 
standard since it established a statutoiy gold paiity £01 the rupee and 
imposed a statutory obligation on the Government to buy gold and 
sell gold 01 steilmg at fixed latcs In otliei lespects, however, it still 

^ The parity of the e\ch inge thus S 47 gr uns of fine gold per lupcr 

“ See L C Jain, Mojietary Pjohlems of India^ p 34 

* Report of the Controller of Currency (1926-7), p 3 

* It may be pointed out heie that the British Gold Stan^si'd Act of 1934 
did not demonetize gold •coins, Avalthough the right of fiee coinage was withdiawn 

® Jam, op cit p 35 ^ 
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liad all those deficiencies xvhich m'c ha\c ilieady pointed out (see 

^§1 6 ) 

!^20 Di¥orce between sterling and gold and its reactions m India — 
The monetary standaid established by the Act of 1927 did not have 
a fail chance ol being convened into a genuine gold (bullion) stan 
dard owing to the diamatic developments which the woild ciiiieiicy 
and exchange situation imderw^ent in consequence of the breakdotvn 
of the gold standaid in Great Britain ind seveial othei countiies 
Gieat Biitain left the gold standaid with ellcct horn 21 Septcmbei 
1931 On the same due the Go\einoi Geneial piomulgatcd an Oi 
dinance suspending the opeiation oi the obligation to sell gold 01 
steiling, which wais how^etci followed by a dcclaiation by the Secretaiy 
ol State announcing his decision to maintain the lupee at 6d 
steiling On 24 'Scptembei the Govcinoi Geneial piomulgatcd yet 
anothei Oi dinance, called the Gold and Steiling Sales Regulation 
Ol dinance, lepealmg the pievious one and thus technically icstoung 
the provisions oi the Cuiiency Act o£ 1927 but seeking in practice to 
exercise an effective contiol ovei the sale of sterling, and thus intio"’ 
duemg a controlled steiling exchange standaid Undei the teims 
of the new Oi dinance, sterling was to be sold not to all and sundiy 
but only to lecognizcd banks, which wxie expected to lealize then 
lesponsibilities in the inattci It w’'as to be sold at the rate pieviously 
m foice, 1 e is 5 49|6j[d l^ei lupee, ioi financing normal tiade reqiuie 
ments and con ti acts completed befoie 21 SciDtembei, and for leason 
able pcisonal and domestic pui poses It was not to be sold foi 
financing impoits of bullion 01 speculative exchange ti ansactiolis 
These piecautions weie taken m oidei to avoid undue strain on the 
Government’s gold and sterling icsouiccs and to pi event the flight ol 
capital fiom India This contiol was to be exeicised through the 
agency of the Impeiial Bank The lupce, being linked to sterling, 
inevitably shaied in the depieciation and fluctuations of the latter 
in relation to gold and to cm lexicies" still based on gold, such as the 
dollai and the fianc The uise ?n the value of gold in teims of 
stalling as reflected in the steiling dollai ciossiate meant a cone 
spending rise in its value in teims of lupces The pi ice of gold in 
the bullion maiket, which was Rs 21-13 3 pei tola towaids the end 
of August 1931, lose to as much as Rs 2920 m Becembci 1931^ 
The stimulus of high puces and partly also the pievailing economic 
•disuess in luial aieas induced people to sell then gold \bout 
Rs 50 croies woith oi gold was thus expoiled fiom India between 
the end of Septembei 1931 and the end of Febiuary 1932 This 

^ In subsequent yeais the pi ice of gold lose still higher, being Rs 36-13-;) 
pei tola on 7 Maich 1935- — the highest recoided price since the abandonment 
of the gold standard by, Gieat Britain Annual Maihet Reuicju (Piemchand 
Roychand Sons), 1935, p So 
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enoimous export of commeiciai gold had a favoniabie reaction on 
India's balance of tiade The supply of steiling created against the 
gold expoits came to be m excess ol the demand for it, and rendered 
lestiictions on the sale of steiling by the Government superfluous 
This enabled the Government to lepeal the Gold and Steiling Sales 
Regulation Oidinance on 31 Januaiy 1932 Thus technically the 
Cmrencv Act of 1927 was fully restoied, but that did not make any 
difleience in piactice The Secictary of State's declaration that the 
lupce should be maintained at is 6d sterling actually remained m 
foice, and India's standard continued to be the sterling exchange 
standard The piescnt situation and the future monetaiy standaid 
of India aie dealt with below ^ 

Tins phase of the Government's cmrency and exchange policy 
gave use to acute contioveis) Apait fiom the les^itment caused in 
the countiy by the fact that the Secictary of State had made a vital 
announcement of a new cuirency policy without consulting the In- 
dian legislature, the ciiticism levelled against the Government fell 
mnder two heads (1) the Unking of the rupee to sterling at is 6d 
and (11) the uncontrolled export of gold fiom India 
y §21 The linking of the rupee to sterling at is 6d — The following 
weie the mam arguments advanced m suppoit of the policy adopted 
by the Government (1) The choice for the Government was between 
achieving comparative stability by linking the rupee with sterling 
and risking complete instability by allowing the lupee to drift, with- 
out any attempt to regulate its exchange value The former of these 
alternatives was cleaily to be preferred (11) Though the Hilton- 
Young Commission had voted against linking the rupee to sterling, 
this advice, though sound enough in normal times, could not be 
followed m an emergency situation India had annually £32 mil- 
lion sterling obligations and a sterling loan of £15 millions was 
matuimg early m 1932 The difficulties in laising the necessary 
funds foi these pui poses would have been almost insuperable iiniess^ 
the lupee was linked to sterling • Without a stable sterling lupee 
the Indian Budget would become a gamble in exchange (111) So 
long as India remained a debtoi countiy the risk of leaving the rupee 
alone and thus taking a sudden leap into the unknown was much 
greater than in the case of creditor coiintiies like England (iv) India’s 
tiade with England and othei countries on a sterling basis lepre 
senied no inconsidti able proportion of hei total international trade 
It was, thetefore, advisable, if possible, to secure a stable basis at 
least for this trade (v) Theie would be a welcome, although tem- 
porary, stimulus to the export tiade of India with the gold standard 
countries owing to the depreciation of the rupee m relation to gold 
(vi) It did not he in the mouth of those critics bf the Government 

^ *^See §§23-4 and 33 , 

! 
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who weie anxious to stabili/e the rupee at a iowci value than is 6d 
to complain when the rupee at the cun ent ci oss i ate was woi th con- 
sideiably less than is 4.d gold 

The main arguments on the othci side weie as follows (i) By 
linking the rupee to sieiling India was being made to share in the 
Huctuations of sterling, which icfiect economic conditions in England 
and not in India By leaving the rupee alone, on the other hand, 
theic would also be instability no doubt but this would reflect condi 
tions in India itself India was thus depiived of the freedom to adopt 
a rate of exchange suitable to her own requiiomcnts in respect of 
foreign tiade and the iiiLCinal puce level (u) Against the advanlagi 
to expoits to gold standaid countiics like the USA must be pul the 
disadvantage to impoits fiom such countries, as also the fact that the 
linking of the rupee to steiling constituted a foim of Impel lal Pie- 
ference granted to England (iii) There was the dangei that the 
Government’s attempt to stabilize the rupee even at the lower gold 
value of 1^ 6d might involve the dissipation of the remaining gold 
aeserves of the country (This danger was not however serious owing 
to the airangeraents made by the Government to conserve them, 
such as the restrictions on the sale of sterling to the public) (iv) 
Finally it was argued that thougll the rupee depieciated in terms 
of gold It continued to be overvalued m steilmg at is 6d , while 
the yen and other curiencies were devaluated in sterling India was 
thus placed at a disadvantage 

§22 The export of gold from India The total amount of gold 
exported from India since Gieat Britain went off the gold standard 
in September 1931 amounted to Rs 351 40 crores at the end of 
January 1940 This has been widely interpreted to mean the wastage 
of India’s gold resomces, the wieckage of the indigenous banking 
system, and a dram on the accumulated savings of generations It 
has been pointed out that the adventitious aid of gold expoits has 
concealed overvaluation of the rupee at 15 6d It has been alleged 
that the uncontrolled expoit oh gold makes it impossible foi the 
countiy ever to reach the goal of the gold standaid It is feared that 
It will not be easy for India to buy back the gold she is now export- 
ing on an unprecedented scale It is furthei pointed out that almost 
every other countiy in the woild is sitting tight on its gold and is 
trying to add to its stock of gold whenevei possible Finally, it is 
contended that the gold that has been exported is * distress gold 
and that the people are living^ on their capital— a process which can- 
not continue indefinitely There has been a good deal of agitation 
in the country in favoui of either complete prohibition of the gold 

^ For an illuminating discussion of the two sides of the gold export contioveisy 
in India see ar<>^Ies by J^rofessor B R Shenoy and Professor B P Adarkar 10 
tne Indian Journal of Economics j July 1935 and'^ January 1936 
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e\poits 01 the lc\y oi an cxpoit dut\ It has been Iiiithei proposed 
that the Goveinmcnt (oi the Reserve Bank ot India) should ihtm- 
sel\cs puidiasc this gold at a price legulaied ])y the doliai and tianc- 
eiossiates and thus stiengthen then gold iesci\cs ^ 

In support ol the Govcinraent's poiic)r howevci, it is aigued 
that the gold that has been sold is not ciiiiency gold but coniuicieial 
gold, a commodity scivmg as a stoic of value It was sold hec lusc 
the owneis ucie icali/mg a piofif on it It was also sold because 
man) people found themsches compelled to tiun then assets into 
leady cash foi meeting then obhg iiions The fact that distress pic 
* vailed was deploiable But obviously the mteicst of the distiessed 
pel son lay m unrestiicted fieedom being allowed to him m disposing 
of his gold in the deaicst maikct It should furthci be borne m mind 
that gold in the hands ol private pci sons cannot be obtained) by the 
Go\crnment for any pin pose unless the puce offeicd is sufEciently 
ltd active to the owneis It is fiuthci aigued that the gold that 
had been expoited was only a fraction of the total stoie of gold in 
iMia, which had been estimated at £750 million The well-known 
hungei for gold of people m this countiy was not likely to disappeai 
suddenly so that soonei 01 latei it^ivould be bought back wdien piiccs 
should return to noimal In the meantime its sale was oiling the 
wheels of trade and helping pioductne enterprises It had a fa^our- 
ciblc effect on the balance of tiide and had com ei ted ineit metal 
into live cinrency It pioduced a welcome effect also on the Govern- 
ment’s financial position so lai as the sterling remittances to the 
Sccietiiy of State and the stiengthening of the steilmg reserves were 
concerned Further it had helped to keep the rupee sterling e> change 
stable at 6 d and had gieatly improved the position of India’s 
Cl edit in the city of London and the woild The expoits of gold 
bi ought about an incicase m the note cnculation, holdings of postal 
cash ceitiffcatcs, postal savings deposits and bank deposits, gencially 
created cheap money conditions m the money maiket and assisted 
business lecoyery in the countiy ^ 

As legal ds the suggestion foi a duty on gold expoits, as Sii James 
Giigg pointed out (1936) m the Assembly, the bmden would fall on 
the ultimate seller of gold, who was the agricultuiist The Govein- 

^ Cf Sir M Vis\ esviraya, Plafined Economy for India, p 184 

® Sir James Gngg during the course of his Budget Speech (193S) e\press»^d 
the Government’s point of \mv as follows * 1 cannot shaie the views which 
attribute to gold exports some abstruse monetaiy significance nor do I find 
in them an indication that India is being driven by distress to part with her 
last reserves Indeed, I can see no sufficient reason for placing them in a 
different category fiom exports of any other commodity of which India has a 
surplus, and I, therefore, find no cause for regret 01 alarm in the fact that 
India IS still able to obtain so handsome a piofit fumi the reseives of gold 
which had been accumulated ^in previous yeais ^—CeMral Bull'get for 1935-6 
p ir 23 
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inent should not try to restrict the irce sale of gold unless thcic tA^eic 
very strong leasons to fear that the policy of non-intervention would 
come in the way of equipping the Rescive Bank of India with ade 
gold reserves having legaid to the country’s lequiiements i 
^3 The present monetary standard m India — We have already 
pointed out how the lupcc was linked to steiling in Septembci 1931 
and how the Indian monetary system came to he once again worked 
as a steiling exchange standaid, although technically the Currency 
Act of March 1927 still remained on the statute book The xvliole 
question of a suitable monetary siandaid and ratio once again became 
the subject of acute controversy in connexion with the natuie of the 
exchange obligations to be imposed upon the proposed Reserve Bank 
ol India The London Committee on the Reseive Bank Legislation 
stated in its Rcpoit (August 1933J ‘The questions xvhich aiisc in 
connexion with the exchange obligations to be imposed on the Bank 
piesent special dilBculty m existing circumstances In the present 
state of monetary disorganization throughout the xvorld, it is imposs- 
ible to, incoipoiatc in the [Reserve Bank] Bill pioxasions which would 
be necessaiily suitable when monctaiy systems geneially have been 
3 e cast and stabilized In these cpcumstances we considei that the 
only sound course for India is to remain on the sterling standard 
On this basis the exchange obligations incorporated in the Bill must 
necessarily be m accord with the rupee steiling ratio existing at the 
time when the Bill is introduced This statement does not, however, 
amply any expression of opinion on the pait of the Committee oq^the 
merits 01 demerits of the present ratio The ratio piovisions in the 
Bill are designed to make it clear that there will not be any change 
an the de facto situation by the meie coming into opeiation of the 
Reserve Bank Act We are all agreed that it should, in any case, 
be made clear in the preamble [to the Act] that the whole question 
of the monetary standard best suited to India will have to be reviewed 
when the international situation Jras clarified itself and become suffi- 
ciently stable to make it possible to fiame more permanent provi- 
sions ’ (pai 19) As the Committee themselves admitted, a consider- 
able majority of Indian delegates felt it then duty to record their 
view that a suitable exchange ratio was one of the essential factors 
for the successful xv^^oiking of the Reserve Bank They pointed out 
that considerable changes had occuiied m the cmrcncy bases and 
policies of almost all the countries of the woild in the last few years 
In then view it was for the Government of India and the Legislature 
to examine these and other considerations with a viexv to ensuring 
that the minimum possible strain was placed on the currency system 
of India Sir Puishotamdas Thakurdas in a separate note put for- 

* See, howevei, §§29 and 34 below 
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waid a stiong pica ioi the ie\i£w of the latio bcfoic the inaugiuation 
oL the Reseive Bank and held up the example ol Austialia, New 
Zealand and the United States, who had dcvahiatcd then curiencics 
with a view to laising prices and improving then balances of tiade 
He icfciied to the stiong opinion m India that a loweimg of the 
existing ratio of is bd ^\ouid give much lehel to the cultivalox 
There was a similai cleavage of opinion among the menibcis of the 
foint Select Committee to whom the Reseive Bank Bill was lefened 
in September 1933 The majoiity appiovecl of the London Com- 
mittee^ icconmicndation of continuing the Uatu}^ quo and leaving 
the question of peimanent measuies to the futiuc When the Rcseivc 
Bank Bill, as lepoited upon by the Select Gonimittce, came befoie 
the Assembly m Novcmbei 1933, sevciai amendments x elating to the 
latio clauses weic tabled by mcmbcis While the Bill was on the 
anvil of the Legislaiuie a countiy wide agitation against the is 6d 
latio was earned on by the Indian Cmrency League 

The exchange obligations of the Reserve Bank of India as the 
new currency authority — ^The latio clauses (40 and 41) as finally 
embodied in the Act (1934) gave effect to the 1 ecommendations of the 
Majority of the London Commi-^^tee on Reser\c Bank Legislation 
The Reseive Bank was lequired to maintain the existing latio (is 6d 
sieiiing) between fixed uppei and lowci points as though the rupee 
was on a gold Iiasis By clause 40, the Bank was lequired to sell 
sterling to any peison on demand at its office in Bombay, Calcutta, 
Delhi, Madias 01 Rangoon on payment in legal tcndci cmiency, lor 
immediate dehvciy in London, at a rale not below is 5 4g|64d foi 
a lupce This piovision was intended to pi event the lupee from 
falling below is 3 49|64d, which coiiesponds to the lowei point of 
the iiipce (le is 6d minus the cost of laying down m London this 
amount of steiling) On the othei hand, clause 41 made it necessaiy 
foi the Bank to buy stciling fiom any peison foi immediate dehveiy 
111 London, at a latt' not highei than is 6 3|i6<i foi a lupee, which 
coiiesponded to the uppei point of the rupee (viz is 6d plus the 
cost of impoiting this amount of steiling from London to Bombay) 
It was also laid down that no peison should be entitled to demand 
to bu) Ol sell an <imount of steiling less than ten thousand pounds 
The Resei\e Bank Act thus legalized the existing latio and piovi 
nonally established in India a steiling exchange standaid of an 
impioved type, in so fai as theic was a definite statutory parity pie 
sciibcd ioi the lUpce and an obligation imdei law imposed upon 
the Reseisc Bank to maintain the iiipcc at tins paiity Also the two 
sepal ate Cunenc) Reseives ivere abolished and the Reseive Bank of 
India was appointed as the new cuiiency axithoiity to issue notes, hold 
the Cmiency Reseive and woik the cuneiicy system, ^hus replacing 

^ the Govemmen^^* who had previously taken upon themselves monetary 

* * 
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duties^ Neveitheless even tins improved sicilmg exchange standaid 
icmamed open to some ot the ciiticisms pointed out earliei m the 
chapter (§§i b) The jneamble to the Reseivc Bank Act mcoipo 
laied, howevei, the suggestion oi the London Committee that the 
question ot the monetary standaid best suited to India should be 
considered when the international monetaiy situation had become 
sufficiently clear to make it possible to tiame peimaiient measuics 
§25 pros and cons of dCYalnation " — Ihc above aiiangement failed 
to gne satisfaction to the cunency ciitics oi the Government and the 
advocates of devaluation among the i anks oi the Indian business com 
munity (See also ^23) Foi example. Mi Manu Siibedai, Piesidcnt 
oi the Indian Mei chants Chambci and Buieau, Bombay, in welcoming 
Sii James Gngg the Finance Mcmbei in August 1935, suggested a 
ic\iew of the latio with a view to laising pi ices and giving lelief to 
the culti\atoi The Finance Membei icplied that he would be no 
party to any * monkeying ’ with the pi esent 1 atio While welcoming 
a healthy rise in the prices ot primal y pioducts in India; he pointed 
out that the effect of a lowering of the latio would be to lea\c agii- 
cultmal prices wheie they were— 01 c\cn to lowci them— and to raise 
the prices of manufaciuied articles* Owing to the existing dispaiily 
between agricultural and olhei prices such a lesult would lead to a 
fuither woisemng of the position of the cultivator Apart from this, 
a loweiing of the latio would in the opinion of the Finance Membei 
make the budgetaiy pioblems of India, aheady sufficiently difficult, 
quite insoluble (The Budget sui pluses of the last lew years pre- 
ceding the wai (1939) however went against this contention) More- 
ovei, cheap and plentiful money, which aheady existed and which 
was the normal and lecogmzcd means of laismg puces, had m India 
tended to create unhealthy speculative conditions, and this seemed 
to indicate that foi an agiicultural country cheap money is not m 
Itself sufficient to laise puces In the view of the Finance Member 
iheie was needed m addition a goneial agreement among the nations 
of the world to stabilize then cuiiencies and to 1 educe the restraints 
upon mtei national trade The contioveisy legaiding devaluation 
of the lupee flaied up eaily in October 1936, owing to the leactions 
m India caused by the devaluation of the fianc and the olhei cur- 
lencies of the gold bloc count! les towaids the end of September 1936 
Advocates oi devaluation raised the issue on the flooi of the Legisla- 
tive Assembly by mo\mg a motion of ad]OUinment on 8 Octobei 1936, 
which was defeated by the casting vote of the Piesident^ 


^ See cb x 

- For a detailed and critical tieatment of the contro\eisy legaidmg devaluation 
sec B N A.d'irkai, Devaluation of the Rupee (1937) 

^ This motion moved* by Mr A Ayyangar ♦elated to the failuie of the 
Go\Ltnment of India to revise the Indian currency ojid exchcXige policy in view 
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In iavoiu oi devaluation it was argued that a icaiignment ot 
Indian eunency was essential m view of the devaluation of the fianc 
and oihci cinrencies, that the rupee was ovei valued even at is 6 d 
sterling, and that devaluation would not only raise puces of piimaiy 
produce in India but also help her to levive hei export tiacle and 
favourable uade balance, thus obviating the expoits of gold De 
valuation oi the uipee, it was pointed out, would give leliei to the 
faimei dtbtoi, would stimulate the mdustiial development of the 
country and genci ally assist business recovery 

On tnc othei hand, Sn James Giigg and othci opponents of 
devaluation argued that devaluation of hci cuuency by India at that 
junctuic would constitute a bieach of the Tiipaitiie Monetaiy Agiec- 
ment (1936) signed by the U K , the USA, and France, and would 
adv eiscly affect the prospects of world stabilization of cuirencies 
India's action in devaluing the lupee would provoke letaliation else- 
where and levive the cmrcncy war Theie was no need for devaluing 
ijie mpee fiuthei since it had already been devalued by about 40 pei 
cent in 1 elation to gold by being linked to steiliiig, enabling India to 
shaie in the economic lecovery of the steiling area The lupee could 
not be said to be overvalued si»ce theie weie no symptoms of an 
overvalued currency, viz budget deficits, high money lates, loss of 
gold horn currency reserve, falling tiadc balances and deflation of 
currency Devaluation of European cm lencies did not much affect 
India and in any case she was armed under the Indian Tariff Act 
(1804) to piotect hei industries against dumping caused by deprecia- 
tion of foreign curiencies As regaids the much-desired revival of oui 
expoit uade, devaluation was likely to worsen the situation by pro 
yoking retaliation The leal tiouble lay in aggressive economic 
nationalism abroad and restrictions on uade, and therefoie the piopei 
solution Was to piomotc international goodwill peace and stabiliza- 
tion of cunencies Lastly, it was pointed out that it would be un- 
wise foi India to iffdulge in devaly alien and theieby upset the deli- 
cate fabric of the Otto Niemeyer (Financial) Award on the eve of 
provincial autonomy undei the new constitution 
§26 Recent attempts at deraination of the rnpee, — The weakening 
of the exchange value of the rupee, following a decline in the expoi ts 
of merchandise and gold as a resujt of the economic lecession of 
19378, seived as an added plea for the revival of the devaluation 
movement The exchange rate touched the statutory lower point of 
the first week of June The Working Committee of 
the Indiah National Congress took up the question of the revision of 
the rupee ratio The Government of India were, however, opposed 
to any alteration in the statutory latio, and in a communique issued 

of Ihp devaluation of their i>ourrencies by France, ^taly an'a other European 
countries Lepsic^ivt, Assp\%hly Debates (8 October 1936) 
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on 6 June 1938 declaied that they were satisfied that the mainicnance 
ot the piesent value of the rupee was lequircd in the interests of 
India and that the gold and sterling assets available for this puipose 
with the Reserve Bank and the Government of India weic inoic 
than ample Ncveitheless the movement foi de\aluation gatheied 
force and an unsuccessful attempt was made by some non official 
members of the Central Legislative Assembly m Septembei 1938 to 
secure the appointment of a Committee to repoit on the whole 
question of the rupee latio and to dcteimine a pcimancnt basis foi 
the Indian monetaiy system 

^ Following an impio\eraent in the balance of tiade the rupee 
evchange lemained on the whole steady until the close of the yeai, 
the late vaiymg between is 5 13] i6d and is 5 i5|i6d In the month 
of Decembei, howcvei, foi ward exchange lates weakened, the fall 
being furthei aggia\ated by speculation , and the Government of 
India issued anothei piess C 077 i 7 nuniqu( (16 Dcccmbei 1938) lepeat- 
mg their decision to maintain the exchange at the existing statutory 
rate With the revival of the seasonal activity m the expoit maikets 
and the firmness m the money rates the exchange lates steadied and 
improved to is 5 3i|32d in March 1939 Except £01 a tempoiary 
sagging tendency in May 1939, exchange rates lemamed steady 
until the outbreak of the wai in Septembei 1939 ^ The present war 
entirely changed the outlook and the quick outflow of India's pio~ 
duce and Indian gold aftci 3 Septembei cieatcd problems of exchange 
management antithetical to those of a yeai ago The lupee, which 
was said to be overvalued in 1938, wa 4 consideiccl undervalued after 
the Allies' declaration of wai on Geimany - 

Effects of the war (1939-^) on Indian currency and exchange — 
Iriie initial effects of the wai on Indian economy, despite the inevit- 
able dislocation it entailed in many spheres, wcie on the whole bene- 
ficial to the countiy, pioduction, puces and foicign trade received 
a stimulus, and the prospects of the agriculturist* generally improved 
The Indian curiency and the financial system rvithstood the stiam 
remarkably well , confidence in lire paper currency was generally 
maintained despite the increased demand in certain centres for the 
conversion of notes into com, and aftei an initial fall due to un- 
certainty, bank deposits and security prices gcneially lecovered The 
lupee-stciimg exchange tightened m consequence of the wax, as is 
shown by the fact that 15 6d alter a long time materialized as the 
late for Decembei-Fcbruaiy (1940) FI The Reserve Bank of India 

^ See Reports on Cwrency and Exchange, 1908-9 (par 27) and 1939-40 (pai 23) 

•* Set- Annual Market Rc new (1939), p 18 See also §27 

^ See 4 nnual Repott of the Reserve Banh of India (February 1940, pp 14, 23-4 , 
August 1940, pp^ 11-12, ’'IS), and the Report on Qurrency and Finance (193940), 





INDIAN ECONOMICS 


has also been succcssiul in piu chasing laigc quantities of staling foi 
Home ticdsuiy icqunemcnts and gencially foi stiengthening the e\- 
leinal assets of the cuncncy icseive (see §29 below and ch \.), This 
stands in maikcd contiast with the weakening of the 1 iq>ee stei ling 
exchange on the outbieak ol; the wai of 191 j 18 and the sale of staling 
by Government m oidei to pi op up the lupce latio 

While the lupee lemamed him m lelation to sieiling it dcpie- 
ciatcd in 1 elation to the dollai, 'yen and the Continental cuiiencics 
(the exchange (|uotaUons foi leading Continental ciiiiencies clis- 
appeaied owing to then being occupied 01 suiioundecl by Gcimany) 
following the slump m the pound With the pegging of staling 
to the doilai at 1 02, the lupecdollai exchange was steady lound 
about Rs 332 pci 100 dollais In icsponse to the ma eased 
tiade activity and use in commodity piiccs, which followed the 
outbieak ol the 'wii, the Reserve Bank ol India expanded cuucncy 
both m the ioim oi bank notes and lupcc com to the extent of 
Rs 48 cioies between Scptcmbei and the end of December 1939 
T*he actne aveiagc cuculation of notes inci cased liom Rs 186 ob 
croies in Scptenibei 1939 to Rs 237 29 cioies m June 1940 Ihis 
was effected against laigc pui chases of stciling and consideiablc pui- 
chases of Ticasui) Bills by the Rcsene Bank It is not siupiisuig, 
thercfoie, to find that the lupee-steilmg exchange was \ciy steady 
duiing this peiiod 

^28 Exchange control — On the outbieak of the war, the Gcntial 
Goyernmcnl delegated to the Rescue Bank the authority undei the 
Defence of India Oidinancc to admmistci the icgulations i elating to 
the control of dealings in com, bullion, securities and foreign exchange 
All dealings in foieign exchange weie rcquiied to be tiansactcd 
thiough authoiized dealcis, and the Exchange Banks and ceitain 
Indian ]oint-stock banks weic licensed as such No lestnctions 
were placed on the pm chase and sale of Empiie cuiiencies witn cei 
tain exceptions, while the pm chase and sale of non Empiic cuirencies 
was lestricted to genuine tiade purposes, tia'velhng expenses and pci- 
sonal lemittances The policy oi exchange contiol was to ensme 
that all foicign exchange tiansactions m India xveic done on the 
basis of the lates quoted by the London Exchange Conti ol combmecl 
With the ciment lupee rates for sterling Contiol was also established 
over the purchase of securities horn foieigneis, and cxpoit of sec un- 
ties could not be effected without the pievious pei mission of the 
Reserve Bank These measuies wcie intended to pi event expoii of 
capital fiom India and to check speculation in exchange, which is 
generally encomagcd by w^ai conditions 

The exchange contiol legulations weic giadualiy tightened as 
need aiose \n irapoitant development was the iaT.stituti-^^n on 9 Maich 
1940 of a scheme for the* contiol of foreign exchange pioceeds of 
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cvpous to the haid cmicncy coiintiies (eg United States ol Ameiica) 
ill accoi dance with the Empne scheme loimiilatcd by the Biitish 
Go\erament The object oi the scheme was to obtain contiol of the 
foieign cuiiency pioceeds ot the evpoits, and also to sec that the 
lull pioceeds of the expoits weic leceivcd at contiol latcs (eg lupec 
dollai late) This has given use to some dissatisiactioii among the 
business eomniunity In genei al, mcasuies ol exchange contiol, while 
inc\itablc duiing the wai, have had a ccilain degiee ol adveise icaclion 
on expoits and commodity puces 

In May 1940, the Goveinmcnt iniioduced a system of licensing 
irapoits for the puipose oi consciving foreign exchange and cnsiiiing 
that no goods, whose cntiy into the countiy was banned, weic paid 
foi pi 101 to aimal 

^29 Restrictions on export and import of gold — Whth icgaid to 
gold no lestiictions weie placed on its tiansici within Biiusii India, 
while impoits and expoits wcic pcimitted only on the autlioiily ol 
a licence gianted by the Reseite Bank Licences foi impoii weic 
gcneiaily given, while those ioi cxpoit wcie also gianted piovided 
that the gold was consigned to the Bank ot England 01, if consigned 
to Ameuca, the 1 dative cMlai pioceeds weie sold to the Fedcial 
Resene Bank on behalf ol the Bank ol England llie gcneial im- 
plication ol the legulations is to discoiuagc gold transactions as 
bemeen India and countiies othei than the United Kingdom The 
exigencies ot the wai demand the conseiving ol all gold lesomces foi 
the use ol India iiid Great Biitain 

It would appeal that the wan has slimiilatcd expoit of gold Tiom 
India, which, including pm chases made by the Rescive Bank in 
India on behall of its foicign constituents, exceeded Rs 42 cioies 
dunng the ten months ending 31 Januaiy 1940 

While the sterling seciuities in the Issue Depaitmcnt of the 
Rcseive Bank oi India iiici eased bom Rs 59 50 cioies on 1 Septem- 
hei 1939 ^ 3 ^ 5 ^^ cioics on 1 Scptembei >940, no addition w^'as 

made to the slock of gold held l?y the Rcscivc Bank of India ^ 

^30 Withdrawal of rupee com and issue of one-rupee notes — 
Although, as stated above, the Indian curiency system withstood the 
^tiain of the war lemaikably well, and confidence in the papei cin- 
icncy was gcneiaily maintained, an adverse leaction set in m May and 
June 19^0, following the woisening of the war situation m Euiope, 
thiough the occupation of Holland, Belgium and pait of Fiance by 
Geimany, the entry of Italy into the wai and Japan’s activities in 
the Fai East Theie was a heavy demand on the Reseive Bank foi 
the encashment of notes into rupee com The withdiawals fiom 
the Bank, ivdiich had pieviously been made normally al an average 

^ See chs '^nd x? for an account of the ^lisposal of some of the sterling 
scLUutics fur lepatintion oi steilmg debt 
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of less than a cioie a week, suddenly leapt to foui and fi\e ciores. 
After the beginning of the war moie than Rs 43 cioies o f rupee 
com was supplied by the Reseive Bank and hoarded till the end of 
July 1910, as IS shown by the decline m the stock of lupec coin held 
in the Issue Bcpaitinent horn Rs 75 47 croies at the stait of the 
wai to Rs 3^ Cl OILS by 5 July 1940 Undei these circumstances, the 
Goveinmenl oi India decided to modify the eailiei policy of pci- 
nntiing fiee withdiawals It was physically impossible for the mints 
111 India to pioducc coins at the late at xvhicli they weie disappeai 
ing into hoaids, even though the silvei stocks of the Go\crnm.eni of 
India wcic ample The Government, theiefoie, issued a Notifica- 
tion on 25 June 1940 penah/mg the acquisition of rupee com in 
excess of personal 01 business lequnements Foi some time, lupec 
coins weic quoted at a picmium ovei cmxency notes, and acute short- 
age of lUpcc coins and small change was experienced These diffi- 
culties were, howcvei, soon ova come and the Reset ve Bank was able 
to jnake airangements for wider issue of small com and for meeting 
reasonable demands foi lupees The issue of one-iupee notes thiough 
the Reserve Bank by the Go\cinment of India, which had been hesi- 
tating foi sonic time undei an Ordinance issued on 24 July 1940 
materially contiibuted to ichevmg the situation as such notes would 
not be used foi hoaidmg even by the most short-sighted 01 ner\ous 
hoaider and, theiefoie, lemained in ciiculation as a medium of ex- 
change Moi cover, the issue of the new notes also met a general 
dema^id ioi a medium of exchange smallei than the lowest Reserve 
Bank note (viz Rs 5) These notes, which aie to be tiealcd exactly 
as if they weie a lupee coin issued undei the piovisions of the Indian 
Coinage Act (1906), aie to be unlimited legal tender in Biiiish India 
They do not, theiefoic convey any piomise to pay in lupcc com, 
unlike the one-iupee and notes issued dm mg the ^vai of 

1914-18 

Keduction in the silver content of quarter- and half-rupees — 
Anothei measuie adopted for consei vmg the siha lesomccs of the 
countiy has been the loweiing of the standaicl of fineness of the sihcr 
content of the four-anna piece and the half-iupce com The Centiai 
Legislatme authouzed the Government m Apiil 1940 to leduce the 
silver content of the four-anna piece irom ele\en-tw^elilhs to one-hall, 
the idea being simply to make Go\einment stocks of the metal do 
moie service A similax 1 eduction m the szivei content of the eight- 
anna piece was effected undei an Oidmance issued by the Govein- 
inent of India on 26 July 1940, to amend the Indian Coinage Act 
(igo6) for this purpose The step was taken in view of the inci easing 
demand for quartet- and half-iupee coins simultaneously w^th the rapid 
absorption of tupee coins foi^lioaidmg 
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^32 Issue of new rupees with reduced silYer content — The fine- 
ness of one-half silvei and one-half alloy, lecentiy adopted foi half- 
rupees and quaitei lupecs, was latei extended to whole lupee 
coins under a Govenniicnt communique issued on 22 Decembci 1940 
This mcasuit was necessitated by the increasing demand foi 
iiipee com consequent on inci cased tiade activities and then absoip 
tion m hoaids, and the fact that the one-iupee notes already intro- 
duced are not entirely convenient or suitable for some rural areas 
The communique points out that it is extremely wasteful to turn 
out large cjuantities ol riqrees of the present imcncss of eleven-twelfths, 
sihei and one-twelith alloy A new secmity edge device has been 
adopted foi the new lupces as a saicguaid against counterfeiting 
Apait from this, they aic exactly similar m weight and geneial appeai- 
ance to the old lupees except that they have a somewhat duller ring 
This measuic relieved the scaicity of com m cu dilation 

It may be added that the action taken by the Government cannot 
be described as debasement ol cm icncy Sn Jeremy Raisman has 
rightly collected the 'elementary misconception’ that the fine metal 
content of a token com should ncccssaiily beai any particular rela- 
tionship to Its value Indeed, the rupee is often desciibed as a note 
^^imted on silver 

§33 Future monetary standard of India — The question of the future 
monetary standaid of India is attended by a twolold unceitainty 
In the hist place, no one can say definitely when the intei national 
monetaiy situation will be sufficiently claiified to justify action^ on 
the pait of the Reser\e Bank of India being taken on the lines indi- 
cated m the Rescue Bank Act 

In the second place, e\€n before the outbicak of war (1939) there 
was no consensus of opinion among the nations of the "world as to 
the futme monetaiy standaid and no eaily possibilit) of an agieed 
mcasuie of stabilization of w^oild curiencies t While cxpeil nione- 
taiy opinion as expressed at the World Monetaiy and Economic Con- 
fcience held m London in June 1935 appealed to fa\oui the lestoia- 
tion of the gold standaid, it was widely lealized that the time was 
not oppoitiine to do so The hope of eaiiy w^oi Id stabilization of 
cuirencies raised by the Tiipaitite Monetary Agreement ol October 
1936 was not realized, and in the piesent condition^ of international 
turmoil no one can safely pi edict when the requisite conditions toi 
the successful operation of an international gold standaid will be 
fulfilled It IS dear, thciefoie, that India cannot make up hei inmcl 
today as to hei futuic moncrniy standaid and it will be necessary 
ioi her to maik time and w^ait upon futuic developments The 
managed curicncy standaid appears to be far too advanced a stan- 

n 

^ Spp L L B Vngns, Pyohlcms of Portion Fxchuuges, ch xm 
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clcird ioi India to adopt, although as the ultimate goal oi hci curicney 
policy liaidlv any othei bcttei standaicl can be suggested Subject 
to the lestoiation oi icasonably noiinal woild conditions, she must 
continue hei quest loi some suitable iorm oi the gold standaid and 
adopt u at tho light psychological moment E\cn those who uphold 
the existing sieiling exchange standaul in India aic leady to admit 
that It IS by no means an ideal standaid as a peimancnt measuic, 
the fundamental objection to it being that it makes a counuys 
monetai) s}stem iai too dependent upon the monetaiy policies ol 
anothei countiy, when identical economic conditions in the two 
countries cannot be postulated One thing imidst these unceitain 
tics is clcai, and that is that the Reseivc Bank should spaic no cffoit 
to build up and stiengthcn the countiy s gold (monetaiy) leseucs, 
which aie the one sale sheet anchoi oI a cuuency system in the 
economic weltci pi evading in the woild 

^34 Purchase of sterling — When descubing the mechanism ol 
Council Diafts attention was called to the iccenily stalled piactice 
ol Goieinmcnt pui chase ol stciiing, which must be legaided as 
an impoitant modification oi the Council Bill system ^ Wc ha\e also 
made passing lelci cnees to the employment oi this new method ioi 
aiicsting the use oi exchange beyond a ccitain desiied level- We 
may now conclude this cliaptei by a more detailed desciiption oi this 
new system, which was intioduced m i923-'4 In that yeai vhile 
the weekly sales of Council Bills continued as bcioic, the sales oi 
Intcf mediates at higlici latcs weie stopped and weie replaced by 
the pill chase of steiling in India horn banks and piivate financial 
houses willing to sell their steilmg lesouiccs m London ioi lupees 
olfcied to them in India These pm chases weie conducted by the 
Coveinmcnt thiough the agency of the Impel lal Bank The system 
was fuithci extended in 19245, when the pui chase of stciling was 
lesortcd to as the piincipal method of lemittance, the weekly sale 
of Council Bills bcifig staited only^ when a steady and continuous 
demand ioi Council Bills manifested itself Duimg the yeai 192 5-b 
thcie xvas no sale of Council Bills, and the system oi Council Diafts 
has since 1927 been entiieiy superseded by the method of steiling 
purchases m India by competitive public icndei ^ 

The function oi steiling pm chases and the icsponsibility foi 
lemittances to the Secietaiy ol State have been tiansiericd to the 
Reserve Bank of India with effect from 1 \piil 1935 As m the case 
of Council Bills, the system oi steiling pui chase enables the Reserve 
Bank to take advantage of a firm oi using exchange and also to pie- 
\ent the appreciation of the uipee above the point fixed by the 

* Anti, ch Vii, §xy - Auft, ch vii, §27 

® See McWatteis, 'Histoncat Memcrandum on Indifm Cuiiency’, submitted 
to the IIiltonA oiijag Commission Report, vol II, p 2 
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Rcsci\e Bank oi India Act (See ^24) The object iindei lying the 
new system is that the factors influencing the immediate comse ol 
cxchange can be much moie accuiately and promptly judged m India 
and the pm chases can be legulated much moie satisfactoiily witn 
leference to the varying conditions oi the maikct The oiDCiations 
of Government icniittances can be conducted so as to aioid violent 
fluctuations in the latc, with benefit both to tiadc and to the countiy 
m general In the caily pait oi 1924-5, is we hate aheady seen, 
fiiithci use oi exchange was pi evented by Got eminent pin chases oi 
steilmg when the exchange had 1 cached is 6 d This method suits 
the Exchange Banks vciv well, as they can sell stciling to the Resei\c 
Bank oi India against then London balances, which aic increased 
by then pui chases oi Export Bills in India, and thus immediately 
leplenish then funds in this countiy ^ 

The disadvantages attendant upon this system 11 e similai to 
those which weie usually made a giound ioi ciiticizing the old Council 
Diafis system Foi example, it is possible foi the Rcsenc Bank iin 
less It takes caic to limit its pui chases oi stcilmg to the actual leqiiiie- 
ments oi the Govcimncni, to incicase then magnitude to such an 
extent as to pie\ent m a iaige incasuie the iree How of gold into 
India, 01 to acqune laigc steilmg lesoinccs ixi London as duiing the 
present w^ai (sec chs x and xi) Sim daily, the rate oi purchase 
may be regulated m such a mannci as to jiioduce the same effect 
Anothei disadvantage that has been pointed out 1 dates to the sale 
of steilmg in India by the public tender system, which places foreign 
centies dealing with India at a disadvantage Undci the old system, 
because the Council Diafts were sold m London which was the 
world's financial centie, loieign countiies could easily compete in 
the purchase of draits on India It is moiq difficult foi the foieign 
demand for lujaees to manifest itself equal] v effectively m India, and 
thus the Rcseivc Bank may not be able to obtain the best possible 
price lor the lupee- On a balance the new machmeiy of pui chase 
of steilmg m India is undoubtedly an ad\ance on the Council Diafts 
system and is calculated to yield satisfactoiy icsuhs now that the 
Resei\e Bank oi India has taken chaige of it 


^ See ch \ 

" cf Rnmachandii Raa, ‘Puichi^^e of Steilmg’, Mv^oie Economic Jounia^^ 
JuiK 1928 
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PRICES IN INDIA 

§1 Impojftance of the problem of prices — Puces ait an outward 
mde'^ oi ilie movements taking place within the economic system 
and thaefoie pioblems connected with puce movements are at 
once the most abstuise and the most impoitanl in the discussion 
of economic conditions in any counti) The impoitance of under- 
standing the natuic and e\tcni oi piicc movements is clcai fiom the 
fact that land levenuc assessments ate laigcly based on them in this, 
countiy, and that a change in the pui chasing powei of the agricul 
iLirist following changes in the puces ol agucultuial staples alfects not 
only his economic position but also the entitc economy of the couiiuy 
foi^ good Ol ill Pnee changes have also been associated with the 
Government’s cmrency policy in India, and the question whelhei 
they indicate inci easing piospcrity oi the levcise has been the subject 
of endless debate An attempt wilk theieloie, be made an this chap 
tei to measuio the puce movements in India in lecent veais and to 
asceitam their significance 

A bird’s-eye ¥iew of price moyements smee 1861 — 1 he table 
opposite indicates the gencial com sc of puces in India since i86i 
with ji 875 as the basic ycai ^ The gciicial index number is based on 
the wholesale puces of 39 ai tides (28 expoitecl and ii imported 
ai tides), except in the case of food giains, namely, jowar, bajia, 
bailey, lagi and gi am— wholesale prices of these ai tides not being 
available bcfoie 1897 

The Goveimneni index numbeis m column two of the tabic, 
taken from the publication Index Nujnhcis of Indian Prices, aie un- 
weighted The cquat importance attached to the commodities pre- 
vents the index numoeis horn lecoidmg faithfully the natme and 
significance of the changes m the piicc level India is an agucultural 
country and hei agucultuial pioduction, which accounts foi the bulk 
of hei total pioduction, consists of a few staple commodities like iice, 
wheat, cotton, jute, etc, while otheis aic comparatively insignificant 
vSome ai tides like cotton cloth, cotton yam, law silk and coal have 
been allowed to cxeicisc an undue influence upon the final lesult 
and the whole senes of puces is dominated by imported goods and 
those m direct competition with I hem- As the all-India index num- 

^ Ihe year 1873 was chospn is the basic year because of normal seasons 
md because it was since that \far that the depreciation of silver and the consequent 
dipHCiation of the raprf maj be to hw staited ' • ^ 

' bee \ akii ind ^Uu m up ett , p 140 
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bei, wiih 1873 tile base, is out oi date, lefcience is usually made 
to the figuics loi the Bombay and CakiUta wholesale price indices 
(sec §§6 and 15) The base ycai 1873 can no longei be regarded as 
suitable ioi conipaiison So also the relative importance o£ commodi- 
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ties has vciy probably changed since the compilation of the senes was 
hrst undei taken 

Period from 1861 to 1893 —Wc indicate below the general chaiac 
ter of the pi ice movements between 1861 and 1893 ^ 

(i) Rising Pnees (i86i-6)/.—The Ameiican Civil War led to a 
scarcity of cottpn The resulting high puces caused a great influx 
of specie into India and extensive coinage of silver, which was fol- 
lowed by a considerable rise of prices This episode of high prices 
showed clearly foi the first time the influence, of external factors on 
the price level in India ^ 

(11) Falling Pnees (1866-83) —Except for a sudden jump in the 
prices of foo|Jstuffs between 1876 and 1879 owing to a great famine, 
prices were falling horn 1866 to 1883 This geneial fall in the eailier 

^ See Judex Numbers of Indian Puces, 1861-1991 and its innual addenda 
Ihe weighted index numbers set out in the third and sixth columns of the 
above table were originally compiled by Mr F J \tkinson of the Indian Finance 
Department The index numbers for the ycais subsequent to 1909 have been 
compiled by the Department of Statistics on the lines of his calculations 
Since 1937 one in the list of imported at tides has been dropped 
^ For a study of the geneial comse of prices from 1825 to 1907, see G V 
Joshi, Writings and Speeches j pp 596-600, md paper on Puces of Food Grains 

in Madras by«lj? J l^iomas, Indian Journal of Economic^^ (Conference Numbei) 
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years may be legai elect as a counteipait oI the general downward 
mo'vement of prices which began in Western countiies horn about 
1874 It has been attiibutcd to the slackening in the pioduction of 
gold, the adoption of the gold stanclaid by countues pieviousl}- on a 
* sihci standaid basis, the aiiest of the expansion of the silvei cunency 
owing to the closuic of the mints to its iiee coinage, the slowing down 
of the development of banking and the gi owing volume ol tiadc 
under the stimulus of a dccicase in the height chaigcs, and impiove- 
ments m the aits of pioduction*^ 

(ill) Rising (188^ 93) — The fall in puces in India wa«> 

aiiestcd eailici than in the gold standard counUies of the West, as 
a result of the depicciation oJ the lupce It must be noted, howevci, 
that though siivei began to depicciate in teims of gold loughly after 
1874, the geneial mcicasc m the pioduction oi commodities led to a 
fall oC prices until about 1883 Altci 1885, when the pioduction ol 
siha definitely outstiippecl the pioduction oi commodities, we cntci 
upon an eia of rising puces m India This may be 1 eg aided as having 
continued light up to 1920, except foi the biief inteival 1893 9, when 
puces went down somewhat owing to the coiui action of cuiicncy in 
India due to the closing ol the miijts, though the effect of this factoi 
was a little obsemed by the lamincs dm mg this peiiod The use in 
puces was the outcome mainly ol the depieciation of silver and the 
heavy lupee coinage between 1881 and 1892 

§4 The Prices Enquiry Committee (prices during 18904912) — In 
igio the Government of India appointed a committee (the Datta 
Comfnittee) foi finding out the causes of the continued rise of puces 
m India The peuod chosen foi investigation by this Committee 
was 1890 to 1912 ^ 

Dm mg 1890-1912, thcic was a general use m prices thioughout 
India, which was specially maiked after 1905, and particuiaily 
ill the case of hides and skins, food giains (pulses and 
ceieals), building matcuals, and oilseeds, all of winch rose 40 
pei cent 01 moie above the level of the basic peuod Cotton 
and jutc lose about 33 and 31 pci cent lespectively, while othei ax tides 
of food, metals, and otlieu law and manufactured ai tides rose by 
about 25 pel cent Theie w’^as a model ate mciease in countiy sugai , 
but, on the other hand, ihcie was an appreciable deciease in the puces 
of tea and coffee, impoitcd sugai, dyeing and tanning mateiials, 
especially indigo, coal, and shellac, as also a slight fall m the puces of 
othei textiles It is notewouhy that the use in puces was gieatest in 
India, as is shown b) the fact that the level dm mg the quinquemnum 
1907 11, as compared with the quinquennium 1894-8 showed an in- 

^ Sf'e living Fisher, Piircha<;w£f Powu of Money, p 142 

“ K L Datta, Report on thL^knquiiy into the Rise of Prices>Kn India (1914), 
V 29 
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Cl case of 40 pci cent, coiicspondmg pciccntagc uses being si foi die 
United Kingdom, 38 foi the United States and 20 foi Austialia 
§5 Causes of the rise of prices before the war of 1914 = 18 -The 
Puces Enquny Committee dnided the causes into two classes, namely 
(i) causes peculiai to India, and (ii) causes not confined to India, 
that IS woild laetois though they lecogni/e that the two sets of 
causes leacted on each othei 

(i) Causes pecuhai io India —Acco\dm^ to the Committee the 
causes peculiai to India weie (a) shortage in supply of agiicultuial 
pioducts, paiticulaily ol food giams, and iai\ mateiials,^ (b) incieasc 
in the demand foi these commodities , (e) development of lailwavs 
and othei communications in India, and the loweiing of the diicct 
and mduect costs of tianspoit in India itself and befweeii Indian 
polls and foreign countiies, (d) impicnement in the gencial mone 
taiy and banking facilities and meiease of ciedii (c) ineicase in the 
volume of the eiicuiating medium 

(u) Woild facion —The woild iaciois weie (a) shoitage in the 
supply of and inciease in the demand ioi staple commodities in the 
woild’s maikets (b) the inci eased gold supply liom the woilcFs 
mines, (c) the development of cii^dit, (d) destructive wais, and in- 
crease of standing aimics and navies in most ol the Western countries 
and the United States, diverting capital and labour into unpioductive 
channels and causing an inci eased demand foi many classes of com 
modities India was switched on to the cmrency gauge ol the lest 
of the woild owing to hei abandonment ol the silvei standaid in 
1893, and no doubt she shaicd in the pace fluctuations in the lest 
ol the woild owing to these causes 

The analysis presented by the Committee is open to grave objec- 
tion from the siiietly scientific point of view and it undoubtedly 
committed a senous eiroi m 1 ejecting cuiiency inflation as the main 
cause of the use m puces The lupee being no more than a note 
printed on silvei and being inconvertible into gold, it was almost is 
easy to issue it to excess as mconveitible papei notes That on occa- 
sions excessive lupee coinage did take place in this mannei, loi ex- 
ample m 1905-7, has been fiecly iccogmzed even by Mr J M Keynes, 
one ol the warmest admncis of the gold exchange standaid m India, 
as the following passage m his book, Indian Ciiiienc‘^ and Finance, 
testifies - ‘The effects of hcav) coinage aie cumulative^ The Indian 
authorities do not secirt to have understood this They weie, to all 
appearances, influenced by the ciude inductive aigument that, because 

^ The shoitage in the opinion of the Committee was due to (i) the giowth 
of cultivation not keeping pace with the giowth of population, (u) unseasonable 
rainfall , (iii) the substitution of non-food foi food ci ops , and (iv) the infenoi ity 
of tlie new taken up fot cultivation 

“ P 134 
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theie was a heavy demand in 1905 b, it was likely that theie would 
be an equally heavy demand in 19067 and, when theie actual!) 
was ct heavy demand m 1906-7, that this made it yet moie likely that 
theie would be a heavy demand in 1907-8 They liamcd their polic), 
that IS to say, as though a community consumed cuirency with the 
same steady appetite with which some communities consume beei ’ 
The view that heavy coinage was mainly lesponsible lor the use 
in puces was voiced in the Impel lal Legislative Council by the late 
Ml Gokhale in 1908 m the iollowing woids The stock of lupees 
m existence m India beioic 1898 was estimated by Mi Hauison, 
the expel t, at 130 croies Dining the last ten yeais the Government 
have made a net addition to this stock oi ovci 100 ciores Such 

a sudden inflation is bound to result in a gencial rise m puces 
What IS piobably happening is this The lupees issued by the Go\ 
eminent m 1 espouse to the demands oi tiade go into the inteiior 
and spread themselves among those iiom ivhom purchases are made 
But they do not flow back quickly to cenues oi tiade, 01 to banks, 
afid thus new lupees have to be obtained for tiansactions for which 
the old lupees might have sufficed Meanwhile, the melting of rupees 
having ceased (as a result of the token chaiactei oi the rupee since 
the closing of the mints in 1893 and its aitifieial highei exchange 
\aluc), eveiy issue becomes a net addition to the volume of cuirency 1 
The sti iking paiallehsm between the gcncial index number of prices 
and the estimated total of the cuiiency ioi each of the years between 
1903 and 1907, as shown by the following table, fuither beats out this 
contention 
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^6 Prices during the war of 1914=18 and the pre-depression period — 
The tendency oi puces to use diuing the peuod befoie the wai of 
1914-18 manifested itseli m an unpieccdented degiec duung the 
years 191420, especially duung the lattei pait of this peuod owing 
lo conditions aeated by the wai The use in puces was, however, 
smaller m India than m some othei countnes, especially m those that 
weie directly engaged m the wai, as will be seen from the table on 
the next page ^ ^ 

^See Speeches of Mi G K Gokhale, p jijo 




The higher rise of prices abioad would normally have been cor- 
rected by a rise in exports and decline in imports The consequent 
import of specie into India would have caused a rise in the internal 
prices until they equalled external prices But the restrictions on 
the import of specie and exports of goods, as well as Government 
control of prices during wai time, prevented this adjustment 


Index numbers of wholesale prices in India and some foreign countries 
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199 

3924 

173 
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14& 
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95 
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170 


145 

140 

97 
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This was one of the reasons why they were unable to buil^ up 
ampler reserves and were at a disadvantage as compared with the im 
porteis of competitive articles, when the war-time boom was followed 
by a depression Again, in the absence of Government interference 
exchange would have risen even earlier and moie rapidly than it did 
and this would have stimulated imports and checked the relatively 
greater rise m the price of imports India would have received better 
value for hei exports and would have been bettei able to meet the 
cost of post-war reconstruction The consideration, however, which 
prompted Government interference with exchange was that serious 
trade dislocation would have resulted at a very critical stage of the 
war if exchange had been left to itself entiiely^ 

During the period of the war of 1914-18 the prices of piactically 
all commodities in India, including the necessaries of life, showed a 
steep rise By 19 ig, the prices of food grains had risen on an average 
by 93 pei cent since the beginning of the war, while the inciease 


(a) See Review of the Trade of India, 1927-8 and Repoit of the Conti oiler 
of Currency, 1927-8, Statement I 

(&) 1913 = 100 up to 1925, afterwards 1926 = 100 
^ See AnstejH op ci* , pp 457-8 
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in piecc-good& was just undei 190 per cent foi imported goodi^ 
and just ovei 60 per cent for Indian made goods We have already 
observed that the prices of the imported goods, such as cotton piece 
goods, steel and non, sugar, dyestuffs, etc in general, lose much 
more than those of the exported goods, and have also explained the 
causes of thi$ disparity ^ The shortage of production as well as the 
intense competitive demand of the belligerent countries foi commo- 
dities of all kinds, togethei with the creation of a huge volume of 
credit and cmrency to finance the wai, were responsible for the pheno- 
menal increase of prices These wiorld conditions were bound, 
sooner or later, to react on India by increasing the demand for her 
products abroad as well as by adding to the cost of hei imjrorts The 
restrictions imposed on exports by the shortage of tonnage and b} 
Government control, however, checked the use m puces m India to 
some extent 

§7 Inflation of currency — We ha\e already noticed that, for some 
time after the outbreak of the war of 1914-18, the balance of trade 
remained strongly in favour of India At the same time there was a 
serious reduction in the impoits of treasure, thus thi owing upon the 
Government the whole of the lesppnsibihty for financing the expoiL 
trade by issuing a large volume of additional currency m the form of 
rupees as well as currency notes The expansion of cunency of all 
kinds was very much greater relatively to the increase m the volume 
of business The process of inflation was also helped by the methods 
of war finance adopted by the Government In order to meet the 
heavy war expenditure they furnished themselves with the means of 
payment partly by raising taxation and loans and partly by the arti- 
ficial creation of purchasing power The Government possessing, 
‘as they did, the absolute monopoly of note issue, were able directly 
to provide themselves with the means of payment by wateimg the 
paper currency The War Loans of the Government also inevitably 
led to inflation Only a portion of these loans came out of the real 
savings of the people The remainder took the form of bank credits 
or the creation of deposits, subject to cheques, which the banks 
opened in favour of tlie Government, on their own account or on 
behalf of their customers who wished to invest in the Wax Loans ^ 
The short-term Treasury Bills which were issued by the Government 
of India for meeting the successi-ve budget deficits were another source 
of inflation as the banks lent freely against their security and that of 
the War Bonds Thus there was a very large increase in the bank 
deposits (credits) as well as m their velocity (as shown by the bank 
clearings),^ which supplied so much more buying power and thereby 
contributed to the rise of puces ^ 

^ See above, ch vi, §5 ^ f anandikar, op cit , pp 317-18 

* See also ch See Findlay Shirras, op cit , pp 232 and 410-11 
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There were other causes which aggravated the rise, such as the 
shortage of rolling stock during the war years and widespread failuic 
of the monsoon in India during the year 1918-19 and again in the 
latter part of 1920 Prices 1 cached their highest limit m the year 
1920, with the Calcutta index numbei at 201 as compaied to 100 m 

1914 

One of the causes why the use ol prices in India was not so 
high as in other countries was that the extent of cuirency inflation was 
iar less m India, though speaking absolutely it was considerable r 
§8 Effects of high prices — The Prices Enquiry Committee held 
that the high prices m India before the war of 1914-18 benefited the 
country as a whole This vieiv was then endoised by the Govern 
ment m their Resolution on the Report of the Committee (1914) 
The Committee aigued that India, being a debtor country with large 
foreign obligations which she met by the export of part of her pio- 
duce, benefited when the prices of such produce lose, because then 
she was able to discharge hei foreign obligations by the export of(»a 
smaller volume of commodities But as against the high prices of 
exports we must set the increased prices of imports and the higher 
cost of production In any case it ts difficult to believe that a highei 
range of prices, especially when it is due to an inflation of currency, 
IS by Itself capable of conferring any permanent advantages on the 
country as a whole, sufficient to offset its well-known disadvantages 
The late Hon'ble Mr G V Joshi expressed what after all is the 
sound view in this mattei when he observed that ‘ a real increase; of 
wealth and prospeiity comes to nations as it does to individuals, not 
from any reckless piling up of coined rupees or again from any rise 
of puces which in India is almost invariably associated with 
crop failuies and famine conditions, but only from an increase in 
industrial activity, energy and efficiency on the one side, and on the 
other, from increased productive employment of capital ’ ^ Mrs V 
Anstey, m an interesting and thought-provoking <!haptei of her book. 
The Economic Development of India, ^ has attempted to derive cer- 
tain conclusions regarding national piosperity from pi ice- and wage- 
movements in India during the periods before 1914 and after 1918 
She has argued that the results yielded by this method aie more 
reliable than those based on the uncertain estimates of per capita 
income at vaiious dates which we have discussed in chapter IV It 
should, however, be noted that an examination of price changes 
cannot by itself give us any information as to whether there has been 
any progress or setback from the point of view of zoealth production 
It merely tells us in what mannei the distribution of wealth amongst 
the various classes of people has been affected by any given alteration 

^ D T JsLcky'^^e'itoration of European Curref^:teSy p 3 

® See G V Joshi, Speeches and Wntmgs, p ^ 610 <i ^ 445 et seq 
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m the price level Moi cover, its conclusions as regards benefit or 
injury to the nation as a whole aie based on certain doubtful 
assumptions as to the lelative importance to be attached to the wel- 
fare of the diffeient classes It is suggested, for example, that ‘in 
India the bulk of the people belong to those classes which are bene- 
fited by a rise m prices and that the debtor classes are on the wuoie 
moie deserving, so that even when they benefit at the expense of the 
creditor classes there is nothing to regiet in this because these latter 
consist mainly of moneylenders who are simply ‘ bloodsuckers ' It 
seems, howevei, an invidious proceduie to classify certain sections of 
society as deserving and ceitam others as undeserving A really 
sound notion of national progress implies the piosperity of all classes 
and not of some classes at the expense of otheis Again, difficulty 
arises from the fact that many people are ci editors at the same time 
that they are debtois It also seems lathei crude to indulge in 
sweeping condemnation of the whole creditor class There are indeed 
g<?od reasons for supposing that the period befoie the war of 1914 1 8 
between the yeais 1900 and 1914 was on the whole a period of steady 
if slow economic progress in India But we contend that it is not 
possible to establish this conclusion by interpieting puce statistics 
alone 

Mis Anstey holds that the puce changes before the war of 1914-18 
weie of such a nature that they must at least hate benefited the large 
body of cultivators in India , because the rise in the articles of export, 
that IS those which the cultivator sells, for example ]ute (43 pei cent), 
hides and skins {59 per cent), oil seeds (45 per cent), food grams (4s 
pei cent), was far moie pionounced than the use m the imports, that 
IS articles which he pm chases, for example cotton manufactures (25 
pei cent), metals (20 per cent), sugai (g per cent), kerosene (no 
change), salt (which fell by 30 pei cent even without allowing for 
the deciease m dut^y) A lelative change in puces of this nature 
undoubtedly provides conditions undei which the cultivatoi may 
benefit, but theie is no guarantee that the possible advantage will be 
always realized in practice The profits^ of the cultivatoi are, for in- 
stance, liable to be intercepted by a variety of othei interests, and 
special pi oof is lequired that this has not occuiied to any consider- 
able extent before we accept the advantage to the cultivatoi as 
established beyond doubt 

During the war of 1914 1 8 puces of impoits rose more than the 
prices of exports This had the result of increasing the expenditure 
of the cultivator relatively to his income, and is generally admitted 
to have injuriously affected the agncultmal classes Here then we 
ime a refutation of the general proposition that a rise in prices as such 
must benefit the bulk of tBie people in India 
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§9 Effects on agncnlturists -—it is often said that landholdeis and 
the village people in geneial must necessarily benefit by high prices 
for agricultural produce It is, however, clear that only those who 
have a surplus to sell would benefit, and only in case the goods they 
have to purchase have not also risen in the same proportion as the 
goods they sell Again, as already stated above, the gams of the 
agriculturists in India are intercepted to a very large extent by a 
numerous class of middlemen, and the high prices consequently do 
not result in any appreciable advance in the economic condition of 
the agricultuiist We must also take into account the fact that, 
while cultivators of then own land and of lands rented on long leases, 
depending on their own labour and having a surplus to sell, stand 
to gain by high puces, this does not hold good of those who have 
to make rent payments in kind or who have received advances repayable 
in giain, or again those who hold shoit-term leases of land oi have to 
employ hired laboui Moreovei, both classes of cultivatois have to 
reckon with increased expenses of production and higher price<^ of 
commodities like cloth, oil and other piime and conventional neces- 
saries of life 

§10 Rural labourers — It is almost axiomatic that wage movements 
lag behind price changes, so that when prices use there is a shorter 
oi longer period of hardship which wage-earners must generally go 
through In this connexion it is necessary to bear in mind that many 
petty cultivators in India are also wage-earners According to Mr 
Datta, however, the wages of luial laboui— agncultuial labourer^ and 
village artisans— rose faster befoie the war of 1914-18 than the letail 
puces, and the rise was the gieatest in lural areas, where the real 
wages of these classes showed an increase of 38 pex cent ^ Similarly, 
during the war and post-war peiiod there was apparently a piogies- 
sive adjustment of ruial wages to prices, established aftei an interval 
of considerable suffering during the period of non-adjustment The 
fall in prices since igsi furthei* secured to the rural labourer some 
inciease of real wages ^ 

A downward' tendency, howevei, became noticeable in wages aftei 
1926, especially in the ruial areas This tendency was accelerated 
during the years of the economic depression (1929 33) There was 
in these years a sharp fall in rural wages, although this was to some 
extent offset by the cheapness of foodstuffs and other necessaries of 
life (see §15 below) 

§11 Effects ou rent receivers —Regaidmg the effects of a rise in 
prices on cash rents, a distinction is necessary between protected or 
privileged, and unprotected classes of tenants In the formei case, 
illustrated bj^ the class of occupancy tenants, rents would naturally 

• 

* K L Datta, op cit , p i 6 g ® I^dta tti p 103 
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show a comparatively small rise , while in the second case the increases 
might be very considerable ^ 

§12 Effects on ind[usti?y — (i) Handicrafts ■-W e have aheady drawn 
attention to the condition of economic stagnation ot persons engaged 
in indigenous handicrafts owing to the competition of machine-made 
goods The rise in puces, if anything, increased the severity of this 
competition and made the position of the handicraftsmen even weaker 
than before 

(ii) Capitalist mamifactures —The rise in prices during and after 
the war of 1914-18 no doubt brought the manufacturers immense 
profits But these profits weie mostly dissipated in the distribution 
of recklessly high dividends, instead of being utilized for strengthen- 
ing the reserves * Full steam ahead and damn the consequences ' 
seemed to be the motto of the mill-owners, and they had later to 
pay the penalty for this policy 

§13 Labour m rural areas and cities —In the period before 1914, 
the nominal andjeal wages of the different classes of labourers rose, 
though the rise m real wages was not so high as in the rural areas, 
being 38 per cent in the rural areas and 28 per cent in the cities The 
rapid rise of puces between 1917^ and 1920 led to an epidemic of 
strikes, and m some cases' there were even bread riots and looting of 
bazaars After 1921, however, a definite improvement in the condition 
of industual labour, both by an mcieasc of wages and a progressive 
fall in the cost of living, took place But the adverse position of in- 
dustry in the years of depression lesulted in lower wages, widespread 
unemployment and much suffering among the wage-earning classes 
A partial improvement was effected m 1938 in consequence of restora- 
tion of wage cuts m Bombay and some other provinces (see ch 111) 
§14 Effects on persons with fixed incomes— The worst sufferers 
from high prices are peisons with fixed money incomes, like pensioners, 
clerks and, in general, the lower grades of state and commercial em- 
ployees, or those dependent on income from securities and shares, and 
professional men who live upon customary fees These classes, col- 
lectively styled as the middle classes, suffer greatly during periods of 
high prices owing to their fixed money earnings and the heavy in- 
crease in the cost of food, clothing, lighting, house rents, and the 
wages of such labour as they happen to employ Their social status 
debars them from undertaking work of certain kinds, while the mar- 
ket in which they themselves compete for employment is diromcally 
overstocked Noi have they yet learnt the value of organization and 
collective bargaining 

^ It may l>e noticed that m recent years there has been an attempt on the 
part of the labouring and tenant classes to secure for themselves the advantages 
of collective bargaining by tbe^ formation of tenant uiwons am-*^ ktsan sahkas, 
not to speak of recent legislative interference on their behalf 



PRICES IN INDIA 


343 

§15 Prices during the depression and post-depression periods — 
Prices in India having reached their maximum in 1920 began to decline 
from 1921, and for some time the process was more rapid in the 
United Kingdom than in India, endangering the Government policy 
of stabilizing the rupee at 2S gold The sale of the Reverse Councils 
in 1920 and the consequent deflation of currency led to a fall of 
prices Also, as a result of the adverse balance of trade in 1920-1 
and 1921-2, there was an actual export of gold from India Lastly, 
there was the influence of woi Id ♦forces on Indian prices, explaining 
the striking parallel downward movement in India, the United States 
and the United Kingdom until 1929 (See Table on p 337 above) 
The influence of the is 6 d ratio m depiessing Indian prices has 
already been dealt with 

The downward movement of prices 'was very appi eciabiy accele- 
lated during the period of the woild economic depression which was 
ushered in by the Wall Street collapse in America (October 1929) ^ 
It was a phenomenon from which no part of the civilized world 
escaped as may be seen fi om the table below The pi ices of primary 
products fell more than those of manufactured articles, and agiicuh 
tural countries like India weie moie adversely affected thereby than 
industrial countries like the United Kingdom The Calcutta whole- 
sale price index number (July 1914=100) stood at 143 m September 
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1929 In September 1931, when Great Britain went off the gold stan~- 
dard, the index numbei stood at 91 (1 e below the pre-war level) The 
rupee, which was then linked to sterling, reacted to the immediate 
consequences of sterling's departure from gold, and the price level 
improved to 98 m December of the year This advantage was not 
maintained in 1932, which saw a steady decline to lower levels, the 
index numbei falling to 88 in December 1932 and 82 m March But 
thereafter the price level steadied itself 

India in common with the rest of the world shared m the giadual 
economic recovery There was a partial though slow recovery of 
puces from April 1933 to August 1937 Prices had moved up by as 
much as 11 points by August 1937, when the Calcutta index attained 
its maximum at 105 This use was caused partially by the world 
wide rearmament campaign and pievalence of boom conditions and 
speculation 

The process of paitial recoveiy of prices leceived a setback with 
tile recession m business conditions m the United States of Ameiica 
and other countiies of the world about the middle of 1937 This h^d 
a depressing influence on prices m India The Calcutta index steadily 
declined from August 1 937 in sympathy with the general fall of prices 
m the world markets, and reached its lowest point of 94 in April 
1938 It remained unchanged till June 1938 From July 1938 to 
January 1939 the index stood at 95 Thereaftei a firmer tendency 
was noticeable and the index number rose by slow degrees’ to loi in 
May 1939 The rise was mainly due to the firmness of sugar, tea, 
raw ]ute and “jute manufactures The index numbei declined to 
100 in July, when almost all the markets m India weie adversely 
affected by the unceitain political situation m Euiope and the shadow 
of war Theie was no change in August, though the portents of an 
early outbreak of war had begun to appear in that month Thus 
the Calcutta index iitood ]ust at the same level (100) as in the last 
pre-war yeai 1914 

It will be noticed from the table on page 343 that the price fall 
was greater in India than in other countries For example the per- 
centage decline in prices from the peak m 1929 to the lowest level 
reached dm mg the depression was 44 3 m India as compared with 
30 4 in the United Kingdom, 38 in the United States of America^ 
28 5 m Australia and 358 m Japan 1 In the U S A , after the dis- 
astrous fall of puces up to Maich 1933, a welcomd improvement was 
noticeable before the recent recession In April 1935 there was a 
gam of about 8 points m the wholesale price level in that country 
due to the devaluation of the dollar as well as to the operation of the 
N R A (National Recovery Administration) and the Agricultural Ad- 
justment Administration •'In Japan, which left the gold standard im 


^ Woild Ecofinmtr. n 
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1931, the trend was definitely upwaid, especially from 1935 In 
Frafice, which was the most important country in the gold bloc, the 
trend of prices was almost continuously downward, until the devalua- 
tion of the franc and vntual abandonment of the gold standard 
towards the end of September 1936 After that time prices advanced 
considerably m that country Prices m India did not advance to the 
same extent as in othei countries during the period of partial recoveiy 
This IS borne out by the fact that the highest point attained by the 
index number was about 75 (1929=100) in August 1937 as compared 
with 97 5 in the United Kingdom and 91 8 m the United States m 
the same month 

One serious aspect of the puce fall in India was the disparity 
in the price levels of raw materials and manufactured ai tides This. 
IS shown by the index numbeis of prices or exported at tides, com- 
prising mostly raw mateiials,i and for imported ai tides, consisting 
mostly of manufactured articles As compared with Septembei 1929, 
there was in March 1933 a fall of 51 per cent (according to the Gal- 
cutta index) in the case of the exported ai tides, while‘ in the case of 
imported articles the fall was only 27 pei cent This marked dis- 
crepancy entailed a deterioration fti the terms of baiter trade between 
agricultural countries like India and industrial countries During the 
period of partial recovery of puces, especially aftei the middle of 
1936 (when the prices of primary commodities recorded a considerable 
appreciation), there was a marked tendency foi the prices of manu- 
factured (impoited) goods to adjust themselves more and more so the 
level of exported articles, as shown by the fact that the level of export 
prices was only 29 pei cent down in Maich 1937, as compared with 
25 per cent in the case of impoit puces (with 1929 as the base) Thus 
the difference between the two was reduced to four points This had 
a beneficial effect on the economy of India, which is piedominantly 
an agricultural and raw-material pi oducing country The process of 
rectification of agricultuial and** industrial puce movements was once 
again disturbed during the recession period This confirms the thesis 
that the prices of piimary commodities aie more sensitive to cyclical 
fluctuations than prices of finished goods 

Causes and effects of the fall of prices —The causes of the woild 
Wide fall in commodity puces dming the peuod of the Great Depres- 
sion were monetary as well as non-monetaiy - The total woild-pro- 
duction of gold until recently did not keep pace with the demand, and 
the position was aggi av ated by maldisti ibution of the av aiiable supply, 
most of which was absorbed by the United States and France This 


The prices of agricultural staples hkt iice, xvheat, jute, oilseeds and cotton 


fell disastrousi«% especiially m the years 1930-3 
^ See Paul Einzig, The World Economic Cn-ns 
Fraser, Cheat Britain and the Gold Standard^ v'* 


chs VI and vui and H F 
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resulted in depleting the i esei-^es of the central banks in other coun- 
tries, forcing them to follow a policy of drastic deflation The 
principal non-monetaiy cause was ovei pi odiiction in comparison with 
the normal rate of consumption of raw materials as well as manu- 
factured articles, but especially of raw materials The political 
unrest in many pai ts of the globe, notably in India, China and South 
America, further aggravated the depression and fall in prices We 
have already referred to the view that the overvaluation of the rupee 
at 1^ 6d depressed prices m India This factor, to the extent to 
which It operated, applied to the earlier period of non-adjustment 
lather than to the later period It is obvious that world factors were 
far more to blame than internal causes 

The economic recession which began in the United States of 
America m April 1937 and which was responsible) for the reversal of 
the price trends in India in common with the rest of the woild was 
caused by the inevitable collapse of speculation combinecfc with other 
factors such as the gold scare in the United States of America, the 
warning uttered by President Roosevelt that puces were rising too 
high and too fast, the restrictions placed on credit facilities by banks 
and the relaxation of lestnction schemes under boom conditions 1 

r 

The downward trend in India was accentuated by the prolonged 
Sino-Japanese hostilities which seriously cm tailed the tiading capacity 
of India’s principal customer for cotton 

The adverse effects of the fall in prices on the foreign trade of 
India and the balance of trade, as also on the inland trade, during 
the*depiession and recession periods have already been discussed (see 
ch VI, §§9 and 24) The agriculturist was hard hit because his 
receipts dwindled owing to collapse of prices^ while his obligations 
m the shape of land revenue, rent, interest charges, etc , even when 
nominally unaltered, became actually more and more onerous This 
seriously aggravated economic depression m the country by reducing 
the purchasing powear of the agriculturist It should be noted, how- 
ever, that in spite of the fail in aghcultural puces, our agricultural 
production did not contract as prices fell , m some cases even a ten- 
dency to increase in production was evident In the Indian condi- 
tions, the agriculturist has to receive what price he can, and a vicious 
circle IS set up whereby a decline m prices brings about some ovei- 
production, and overproduction further depresses prices The pro- 

* H V Hodson, Slump and Reco'^iery (igsg 37), pp 440-2 

* Taking the eight provinces (Burma, Bengal, Bihar and Orissa, Madras, 
Bombay, Punjab, United Provinces, Central Provinces and Berar) togethei there 
was a fall of 53 6 per cent in the money value of agricultural produce in 
^ 933‘*4 compared with 1928-9 During the same period the value of the total 
production of the principal crops in these eight provinces declined from Rs 1,021 
crores to Rs 474 crores Thi^ indicates a big set-back^to the^urchasmg power 
of the agncultunst 
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duction of industiial law materials like jute and rubber showed 
some amount of decrease The economic blizzard also seriously alfected 
public finance, through inci eased taxation, drastic retrenchment, 
deflation of currency, exports of gold and deficit budgets i 

The big drop in the purchasing power of the agriculturist and 
the heavy burden of taxation adveisely affected the position of in- 
dustry and the volume of employment (see also chs xi and xii) though 
the depression was not so acutely felt there as in agiiculture ^ All 
this shows that Indian economy is particulaily sensitive to a fall of 
prices owing to the pi edominantly agricultuial charactei of the country 
and the disparity between the cyclical movements of agricultural and 
industrial puces During the period of paitial lecovery (Maich 1933 
to August 1937), there was a limited improvement in the economic 
situation in India India like the rest of the world expeiienced a 
certain lowering of puces of goods and securities and of industrial 
profits But the lecession itself appeared to be lecedmg even before the 
outbreak of the present wai which initiated a short period of rapid rise 
in prices 

^11 Prices during the war period (September 1939 onwards ) — The 
^outbreak of the wai in Septembei 1939 intioduced a new period 
in the history of Indian puces The following thiee tables indicate 
the price trends in India during the war period The fiist table gives 
figures of price movements in some foreign countries also 

Japan’s entiy into the war and the intensification of hostilities 
in Afiica rapidly tiansformed India into a vital supply bal 5 e foi^ the 
strategy of the United Nations in the East and Middle East The 
volume of war contracts placed by the' Supply Department continued 
to mount, and the inci easing payments leceived from His Majesty’s 
Government on account of supplies of war materials and services to 
them and allied nations led to a growing accumulation of sterling 
balances and large issues of cun ency f 01 immediate payments in India 
The country’s own defence exp^ndituie also underwent a consider- 
able expansion ovei and above a capital expenditure of Rs 49 
crores during the financial year, and the amount of bonowings 
Tose correspondingly Note circulation and scheduled banks’ demand 

^ For a detailed study of the course of trade depression and the effects of 
the fall in prices on India the reader is referred to Bnj Naram, India tn ihe 
•Cnsti , Sir J C Coyajee, The World Economic Depression , K T Shah, World 
Depression f and paper on ‘Price Trends in Indn during the last Decade and 
their EfEects on Indian Economy’ by S G Ben, Indian Journal of Econcmitcs, 
(Conference Number) 1941, pp 735-45 

^ Although industrial prices, profits and share values declined, it is noteworthy 
that industrial production was on the up-grade owing to the operation of certain 
favourable factors, such as the swadeshi movement, the levy of protective tariffs 
(e g on iron an^ steel, textiles, sugar, etc ), the J[ndo-Japanese Trade Agreement, 
low money rates, and cheap imports of machinery and stwes 
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Index Numbers of Wholesale Pnces in India and some of the 
principal countries of the worlds 
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I42(vi) 
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liabilities showed a steady use o£ 62 and 56 per cent respectively 
during the year, while the amount of cheques passed through 
the clearing houses m India supervised by the Reseive Bank increased 
by 22 per cent Wholesale prices (Economic Advisei^s Index) went 
^up by 50 per cent dming the eleven months up to May 1943, the 
Calcutta index number showing a greater use of 79 pei cent during 
the same period The cost of living followed the tiend in whole- 
sale prices, the rise in the Bombay index number during the year 
being 52 per cent The extension of the war to the Pacific and 
the scarcity of shipping space led to a seveie contraction of foreign 
trade, while difficulties of transport for civilian goods, speculation and 
profiteering accentuated the maldistribution and shoitages of food- 
stuffs, cloth and other essential articles Disbmsements in connexion 
with the war-effort, on the other hand led to a rapid incxease in the 
purchasing power in the hands of the public not all of which could 
practicably be drawn ofE by taxatio];! and borrowing 

Commodity puces during the year followed a steep and continu- 
ous upward course The Economic Adviser’s general index of 
wholesale prices (August 1939=100) was 130 3 in June 1940, 130 2 
in June 1941, 158 6 m June 1942 and showed a much more lapid 
ascent to 237 8 during the last accounting yeai (1st July 1942—30111 
June 1943) increase was more or less uniformly distributed over 

the price levels of primary commodities as a whole and manufactured 
articles, but the different categoiies of pi unary commodities showed 
highly discrepant trends, the rise in ‘ food and tobacco ’ and ' othei 
agricultural commodities ' being specially pronounced, being 87 and 

^ Review of Trade of India (1941-42), pp 76-7 Figures for ^44 taken fiom the 
Eastern Economist^ 7 April 1^44 Roman numerals indicate months other than 
October # 
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79 per cent respectively, against 8 per cent only in ‘ raw materials ' 
Interesting disparities in the movements of relative prices of various 
commodities aie disclosed by a reference to the Calcutta index num- 
ber of wholesale prices The index number foi all commodities which 
had risen from 137 to 182 from June 1941 to June 1942, Ox 40 pei 
cent, advanced furthei to 325 in May 1943, on by 79 per cent The 
indices of cereals and pulses which were 154 and 151 respectively in 
June 1942 had shot up to 473 and 374 lespectively m May 1943 , 
sugar showed a comparatively smallei rise from 210 to 311 dm mg 
the same period while the index of tea declined aftei a use during 
the wintei months from 259 to 192 between June and May ‘ Other 
food articles’ continued then giddy rise hx)m 294 ,m June 1942 to 
545 in May 1943 1 The lack of adequate transport facilities, the 
imposition of provincial baniers and the consequent difficulties 
of distribution between the producing and consuming areas and the 
cessation of impoits horn Bmma and the Pacific aiea in face of 
growing demands contributed to the use in the prices of food articles 
which was also assisted by hoarding and speculation ^ The prices of 
]utc, raw and manufactured, remained at a comparatively low level 
in the earliei part of the year^owing to the unsatisfactory freight 
situation but began to recover eir^atically from November and their 
respective indices rose from 72 to 147 and 126 to 195 during the yeai 
Raw cotton prices also had a consistent upward course, and the 
Economic Advisei’s index advanced fiom 90 in June to 100 m August 
and 199 in May 1943 The index number (estimated) of cotton manu- 
factuies swiftly increased thioughout the year, owing to the diveision 
of a considerable pioportion of capacity foi the pi eduction of require- 
ments of the defence services, the disappeai ance of imports and m 
Cl ease of exports, as also speculative buying by dealers and consumers 
alike Hides and skins and metals, too, continued to use There 
have been greatei dispaiities during the yeai m the prices of com 
modities fiom place to place 

The rapid and geneial upward movement in puces is the in- 
evitable reflection of the economic and monetary situation in the 
country, with a giowing scarcity of consumers’ and producers’ goods 
available foi civilian use and an expanding money supply, both aiising 
m the process of diveision of resources to war seivict 

The outbieak of the wai was followed in India as in most other 
parts of the woild by a general rise in commodity prices The Cal- 
cutta index numbei of wholesale prices recorded a rise from 100 in 
August 1939 to 144 in September 1939, the fiist month of the war 

^ The general average of prices reached the highest level (349) in September 
1943, after which it declined (298 in March 1944) See Bnj Karain, Indian Econo- 
mic Problems, Vol II, p 24 

® The greatest rise occurred in 1943, and in the case of food glams (396) 
and metals (320] n 
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The rise, which began with intense speculative activiiy in the jute 
market, communicated itself rapidly to cotton, cereals and other 
sections of the market, and the index number lose from 118 m Octo- 
ber to 131 in November Speculation was rampant and prices 
attained a fiesh peak at 137 in Decembei, oi 37 per cent above the 
pre-war level Raw jute, ]ute manufactuies, raw cotton, wheat, 
sugar and iron arid steel were among the commodities which recoided 
the sharpest use m the period In January 1940, however, the up- 
ward trend appeared to be definitely reversed Prices came down 
month by month during the first six months of the year 1940 to such 
an extent as adversely to affect economic conditions m the country A 
considerable part of the rise in prices which had followed the out- 
break of the war in September 1939 was thus lost The Calcutta index 
number, which had dropped to 130 m January 1940, declined further 
to 121 in March With the worsening of the war situation in April 
and the loss of Continental markets there was a sharp downward 
trend of prices The Calcutta index number revealed a steady fall 
and stood at 117 in May and 114 in June and July From July 1940 
there was a limited recovery of prices and the index number gradually 
moved up to iss m November 1940^^ It declined to 120 in Decem- 
ber and regained one point in January 1941 when it stood at 131 

Immediately after the outbreak of war, commodity prices in India 
took an upward trend owing to the belief that the intensification of 
economic warfare meant bnghtei piospects for Indian industries and 
agriculture^ The acceleration of the export movement following the 
incrensed demand for Indian produce , the decline m imports owing 
io greatly increased insurance costs and difficulty of obtaining freight ; 
domestic buying foi profited mg and | or foi providing for future 
shortage , holding back of supplies for high puces , speculative opera- 
tions m the markets , and the general optimism as regards the future 
trend of commodity values as well as the volume of off-take, were the 
principal factors whic|;i account for the jump in prices during the first 
four months •(Septembei 1939 to Dectmbei 1939) of the war period 
The sudden leversal of the upward tiend of prices fiom January 
1940 to June 1940 was partly a reaction to the rise in prices due to- 
speculation during the first foui months of the war The prompt 
institution of puce control (see §20 below), fears of increased Govern- 
ment control of puces, the announcement of the Excess Profits Tax, 
and the virtual loss of the Continental markets to India also tended 
to bring about a decline in prices Other contributory factors were 
restrictions on expoits, exchange control and the withdrawal of more 
than Rs 40 crores of value from the credit structure of the country 
which was locked up m useless metal ^ 

* See I^£serve Bank of India, Report of the Nmth An-mial Ge^ml Meeting of 
Shareholders and Annual Report ^ the Reserve Bank of India, 1940 
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§18 Effects of the fluctuations m ipmes during the war period. — 
Following the shaip rise in puces initiated by the war, high hopes 
were entertained regarding improvement m the prospects of the In- 
dian agriculturist It was thought that the cultivator would be 
able to wipe off his debts and make better profits after a pro 
longed period of depression It was hoped that the Co-operative 
Movement, which had been suffering horn the incubus of heavy ovei 
dues, would be leheved of that burden and would thus receive a 
welcome stimulus Actually the cultivator did not derive a substan- 
tial benefit even when prices were high during the first four months 
of the war as he had aheady parted with his produce After the 
newly harvested crop came into the market it was only for a few 
weeks that commodity prices ruled sufficiently high to confei any tan- 
gible benefit on those cultivators who were wise enough not to wait 
for still higher puces The subsequent slump m puces adversely 
affected the purchasing powei of the agiicultunsts and led to a 
deterioration of the economic conditions in the rural areas 

The tremendous rise in prices which has taken place since 1940 
has had far reaching effects on the distribution of wealth in India 
Those engaged in trade and indus|ry have generally speaking pros 
pered beyond expectation Some of the benefit has also filtered down 
to the producers of primary commodities and the burden of agricul 
tural indebtedness and government dues has automatically become 
lighter But the position of those with fixed incomes has detenorated 
to the point of distress, most vividly and painfully exemplified in the 
death by starvation of about a million people in Bengal ^ This 
distress has been successfully avoided m the United Kingdom and USA 
as a result of effective rationing, puce control and anti-mfiationary 
measures 

§19 Rise of prices and inflation of currency — The most commonly 
accepted explanation of the present position is that it has been caused 
by the enormous increase of currency, which ha^ been much greatei 
than the increase in production and which has been brought about 
by the necessity of financing the war purchases made in India on 
behalf of England and the allied nations The necessary rupee 
finance is found by the sale of sterling to the Reserve Bank of India 
against which the Reserve Bank issues more and more currency In 
this mannei our accumulation of steilmg are mounting up^ and 
our prices are in the meanwhile shooting up m an uncon tiollable 

^ Other effects produced by the fluctuations in puces during the war period 
relate to the changes in the cost of living which led to numerous industrial 
disputes regarding the demand foi dearness allowances (see ch m) , the external 
and internal trade of the count! y (see ch vi) , currency (see ch viii), banking 
(see ch ix), ancL^ubhc finance (see ch xi) 

* About million now (June 1944) 



fashion m spite of the attempts that aie being made to mop up this 
excess of currency by means of inci eased bon owing and taxation as 
well as direct legulation of puces 

It has been argued by Mi G D Bala and others that shortage 
of commodities rather than inflation is the piime cause of the use 
in prices They also hold that the mciease in the volume of paper 
cunency has been counterbalanced by a fall in the velocity of circula- 
tion of bank deposits and therefoie has had no effect on prices, whose 
rise is to be atuibuted to other factois such as speculation, hoaiding 
etc ^ After making full allowance, however^ for all these othei fac- 
tors, the conclusion is u resistible that inflation has been mainly 
responsible foi the soaimg prices While cunency has increased and 
IS increasing, production is lagging tai behind and this is the most 
obvious explanation of the i ise in pi ices ^ 

Price control — We may here biiefly leview the puce conuol 
measures and policy of the Central and Provincial Governments duiing 
the wai period On 8 Septembei 1939, in exercise of the power con- 
fixed by the Defence of India Ordinance, the Central Government 
delegated to Provincial Governments its authority to control prices 
The control of puces was limited to necessaries of life like foodstuffs, 
medical supplies, keiosene oil and cheap qualities of cotton cloth 
The maximum price fixed £01 them was to be not less than 10 per 
cent above the price pievailmg on 1 Septembei 1939 Later in the 
same month the Cential Government amended its original Notifica- 
tion so as to piovide foi increases in the cost of production or landing 
cos^m the case of impoits, m calculating the maximum puce The 
prices of imported commodities other than medical supplies, salt and 
kerosene oil could not be legulated except with the previous permis- 
sion of the Government of India Wisely enough, price control was 
made applicable to prices at each of the stages of the wholesale and 
retail trade Several Provincial Governments accordingly initiated 
price control measuies on the lines presciibed in the Government of 
India's Notifications'* 


The next step was to convene a Confeience of repiesentatives 
of Provinces and States to examine the woiking of the puce control 
measuies so far adopted and considei the lines of future action The 
Confeience, which met in Octobei 1939, took the view that as agri- 
culture m India had not yet fully lecovered fiom the recent depies- 
sion, It was undesirable to take fui^hei steps to check the rise in the 
prices of agricuitmal produce In principle, they admitted the 
trader’s right to fix his puces on the basis of ‘ leplacement ’ cost At 


^ See Scarcity or Inflation by G D Birla , also aiticle ‘Wai and Prices’ 

Dr L Nemenyi in Ihe Statesman, 24 Feb 1943 

^ The actual nse in prices is far greater than shown by the ofhcial ind#=x 
aa umbers, black markets havii;ig developed i« most commods+ves 
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the second Piice Conttol Conteience, held in New Delhi in January 
1940, It was consideied desirable to have a uniform administrative 
machinery in Provinces and Slates It was also agreed that if and 
when control of pi ices in the wholesale mai Lets became necessary, this 
task should be assumed by the Go\einment of India, whilst the task 
ol controlling prices in the secondary maikets and at the retail stage 
should be left to the Pi ovmces ^ 

Under a subsequent Notification dated 25 May 1940 issued by 
the Government of India, the basis of price contiol was modified, 
being made moie elastic than under the earlier aiiangement Pio yl 
MSion for fixing the maximum puce at a figuic not less than 10 pen \ 
cent above the luling puce at the same stage on 1 September 1939 { 
was deleted This was a welcome modification of the price control 
mechanism since pie war puces can be a guide and a standard only 
for a limited peiiod aftci the commencement of the war The equity 
of puce control is best secured by 1 elating prices to costs and by 
piovidmg that costs are determined by caieful sciutmy The P?o- 
vincial Governments were to exercise then powers in accordance with 
such instiuctions as might be issued to them from time to time by the 
Central Government Their powet was limited to con ti oiling puces 
at which the ai tides specified m the schedule might be sold in a mai- 
ket other than the primaiy wholesale markets A further Notifica 
tion issued on 29 June 1940 empowcied the Provincial Governments 
to piohibit withholding iiomsale, eithei generally 01 to^ specified 
classes of persons, goods kept foi sale Early in 1940, two PI ice y 
Advisoiy Officeis were appointed by the Government of India to^ 
watch the influence of speculation on puces especially in the future 
maikets foi jute and cloth m Calcutta and Bombay respectively In 
certain Provinces, Piovmcial Controlleis of Puces were appointed and 
district officeis weie authoiued to act as Controllers of Prices Among 
the \aiious experiments tried by the Piovmcial Governments for con- 
ti oiling of piice^', mention may he made of the cheap grain shops 
opened m Bombay and Suiai by the Government of Bombav 

In 1943 the Government of India passed the Anti Hoaidmg and 
Piofiteermg Ordinance which empowers the Government to lay down 
maximum quantities of any type of goods to be held or possessed by a 
dealer 01 pioducer 01 to be sold to any peison m a single transaction 
as well as the maximum puce to be charged, to penalize lefusal to 
^sell and m general to prevent profiteering ^ 

•^21 Pros and cons of price control— The puce control policy of 
the Government has been the subject of a long controversy in the 
countiy In favoui of puce contiol 11 may be said that its prompt 

^ Remew of the Trade ^ of Indta (1939-40), pp 77-8 

“ Foi a handy account of the various wai-time contiols in India, see Btij Naram, 
Indian Economic Problems^ Vol II, ch vi 

11—23 
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introduction was necessary to check the wild wave of profiteering 
which ran through the country during the first week of Septembei 
1939 and which was noj: justified as stocks were noimal and the 
transport facilities were working smoothly The Government felt 
called upon to regulate puces in the public interest so as to main- 
tain supplies and sei vices essential to the life of the community 

Some of the objections to pi ice control taken by the business 
community have been met by the amendments of the eailier Noti- 
fications noticed above Even so, price control has not met with the 
approval of the commercial community m India Apart from objec- 
tions of an admimstiative character, the most common objection taken 
against price control is that the Indian cultivator, who had suffered 
during the last decade from the depressed level of agricultural puces, 
should not be denied an opportunity of reaping a just piofit fiom 
his produce and of paying off his debts and impioving his economic 
condition The inteiest of the cultivatoi should not be subordi- 
nated to that of the consumers who constitute the vocal section of 
the public and who have reaped benefit from the low cost of living 
during the last decade It is essentially a case of securing deferred 
justice to the cultivator and raising his purchasing power and earning 
capacity The latter objective may be said to be the central problem 
of Indian economy today 

In this connexion, we fully endorse the opinion expressed by 
Dr T E Gregory, Economic Adviser to the Government of India, in 
his Memorandum on Prices, that a rise in the price of exportable 
produce should be welcome as it means more spending power which 
will benefit industry and render easier the collection of taxes by the 
State It IS only when the rise is so great as to lead to social discontent 
that the interests of the cultivator must give way to the paramount 
interest of the State in the successful prosecution of the war 
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BANKING AND CREDIT i 

§1 Constituents of the Indian money market — The money market 
and banking system oi India comprise the following piincipal consti 
tuents (i) The Reserve Bank of India , (ii) The Imperial Bank of 
India (originally the Presidency Banks) , (in) The Exchange Banks 
(mostly European or foreign) , (iv) The Indian Joint-stock Banks on 
European lines , (v) The Co-operative Banks , (vi) The numerous and 
heterogeneous gioup of indigenous bankers and brokers, called by 
different names in different parts of the country, such as Shroffs, Mul 
tanis, Banias, Marwaris, Sahukars, Mahajans, and Chetties, whose 
opeiations are almost entirely confined to the mteiioi of India The 
Indian money market is usually divided into two parts (i) The 
Reserve Bank, the Impeiial Bank, the Exchange Banks, and the In 
dian joint-stock banks constitute the central part, which may be 
called the European money market (n) The money-lenders and indi- 
genous bankers, together with loan"^ offices (in Bengal) and nidhis and 
chit funds (in Madias), constitute the bazaar part of the indigenous 
money market The Co-operative Banks occupy an intermediate posi- 
tion Bombay and Calcutta may be said to constitute the national 
money maikets, as distinguished from a number of sqiall local 
money maikets in the up country aieas The money market m India 
thus consists of numerous sections which aie loosely related to each 
othei, and offers a marked contrast with the highly organized and 
close knit London money maiket (See §§358 below) 

In addition to these main types, there aie the Postal Savings 
Banks, the Land Mortgage Banks, which have rasently come into 
existence, and the Stock Exchanges, at Bombay, Calcutta, Madras and 
Lahore » 

History of Indian Banking 

§2 Indigenous banking — Indian banking is as ancient as Indian com- 
meice Pei haps India l^new more about banking and knew it earliei 

^ The most authoi italive and exhaustive treatment of the subject of Indian 
banking and credit is available m the Report and volumes of evidence of the 
various Provincial Banking Enquiry Committees and of the Central Banking 
Fnqmry Committee, appointed in 192 030 Before submitting its own Report the 
Central Banking Enquiiy Committee had to take into consideration the Reports 
of the Provincial Committees It had also to consider the views of a specially 
requisitioned body of six foreign experts The foreign experts wrote a separate 
Report which has been included m the Central Committee^s Report The Cential 
Committee’s Repcr^l (1931) is often referred to 1^ this chapter as C B R , the 
numbers indicating the paiagraphs 
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than any other country in the woild The Arthashastm of Chanakya 
(about 300 Bc) desciibes powerful guilds of merchant bankers who 
leceived deposits, advanced loans, and, in shoit, carried on functions 
m many ways comparable to those of modern banks Meadows 
Taylor in his Student's Manual of the History of India gives a flatter- 
ing desciiption of ancient Indian banking in the following words 
‘ The laws of Menoo disclose how thoroughly the science of banking 
was known 3,000 yeais ago Then bankeis understood and followed 
the fluctuations of money value they kept account books, day books 
and ledgers by single and double entiy They chaiged inteiest, 
simple and compound, they made insurances by sea and land, they 
gi anted bills of exchange, and in short they followed the piactices 
of modern times which aie little changed from ancient lules ’ 

The Mohammedan invasions of India initiated a peiiod of dis- 
tmbance and insecuiity fatal to these old banking institutions It 
was no longer safe foi people to entrust to them then savings, which 
began consequently to be secreted m hoaids Individual bankers, 
howevei, continued to piospei and they usually combined commeice 
with banking They advanced loans to the state, and many influ- 
ential bankers* families were attadicd to one 01 other of the native 
courts ‘No loyal court was complete without a state bankei, who 
was often invested with the poweis of a minister’ The history of 
the house of Jagat Seth, hereditary bankeis of the Nabobs of Bengal, 
shows the important pait played by these bankeis in the politics of 
the j^oundy 1 Even the East India Company had to rely on Indian 
bankers foi loans and lemittances, and they continued to wield a 
dominant influence as state financieis till the advent of the European 
Agency Houses Besides the. competition of these Agency Houses, 
towaids the end of the eighteenth centuiy several circumstances aiose 
which weie adverse to the continued prosperity of the indigenous 
bankers, foi instance the establishment of Emopean types of banks, 
such as the Piesideficy Banks, and the introduction of a umfoim 
cmtency which hit the impoitant money changing pait of then busi- 
ness These bankeis, howevei, managed to suivive 

Even now the indigenous banking system plays a very impoitant 
pait in the monetaiy oigamzation of the country The Indian ban- 
ker^ IS to be found in eveiy village, town and city in the countiy 
‘The type langes from the small village capitalist to the ivealthy 
well established private par tnei ship, geneially a family partneiship 

^ See H Sinha, haily European Ban! mg m India, pp i--:; 

® The Centril Banking Enquiry Committee gave the following deiinition ‘By 
indigenous bankers is meant all bankers other than the Imperial Bank of India, 
F^chinge Banks, the Joint-Stock Banks and Coopeiative Societies, and the 
expression includes any individual or private firm receiving deposits and dealing 
m hundis or lending money ’-'^Par 107 Those who do not fTceive deposits fall 
under ‘ other indigenous credit agencies * (e g the village money-lender) 
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of merchant bankeis which has agencies in and outside India A 
special type is that of the Chetty community m Madras, where theie 
exists something approaching to joint responsibility of the commu 
nity as a whole The Nattukottai Chetties of the Madura Dis 
met of Madras are especially famous as traders and bankers, and 
their operations aic almost woildwzde in their scope The banking 
business earned on by Indian shioffs and money-lenders must be 
enoimous in the aggregate The general standaid of business mora 
lity among Indian bankeis has been univei sally recognized to be 
very high Indigenous Indian banking is not oigamzed on the joint 
stock basis Geneially also theie is comparatively little capital from 
deposits, and withdiawals against deposits are m cash and not by 
cheques There is no shaie capital, and the liability is single or, 
in the case of a partneiship, joint, and it is unlimited The Indian 
banking firm oi shioff generally combines trade with the business of 
finance Indian shroffs, unlike the English bankeis of the eighteenth 
century, have nevci issued notes payable on demand, although legal 
prohibition to issue notes did not exist foi a long time The great 
difference between modern banki^ng on Emopean lines and the indi- 
genous banking system aiises from the growth of joint-stock banks in 
modern times and the universal use of the cheque as a means of 
lemittance thiough the mechanism of dealing houses In times gone 
by, the principal business of tile shroffs was to change money, a 
function which was especially important when each petty state minted 
Its own standaid com and the countiy was Hooded with a large 
quantity of vaiied forms of metallic money The shioffs also gave 
letters of credit, dealt in hundiSy which are the indigenous analogue 
of cheques oi internal bills of exchange, and occasionally helped the 
state m financing great undertakings 

§3 Present position of indigenous banking — E\en at the piesent time 
the shroff continues to play an impoitant pait in the financial system 
of the countiy as an indispensabjie link between the In4ian money 
market and the vast trading community He finances the agricul- 
must, the petty aitisan and the small trader, assists in the movement 
of Cl ops to consuming areas or to the ports, and distiibutes all kinds 
of goods m the interior of the countiy Ele sends his agents with 
specie by lail, when necessary, in the harvest season, or he buys bills 
on Government Treasuiies, and, when in need of funds, discounts 
his bills with the Impel lal Bank oi other banks m the commercial 
towns'^ The indigenous bankeis are in some ways formidable com- 
petitois to the big joint stock banks organized on modern lines As 
they pay a highei rate oi mteiest they sometimes attract deposits more 
readily than the hxggei banks They also lend on personal secuiity, 

^ M S M G^bay, Indigenous Banking m India, pp 11-12 

* See Shirras, Indian Finance and Banking, 4) 2^1 
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and, in general, their requirements with regard to security aie more 
easy to satisfy than m the case of banks They are also at an advan- 
tage because under the present conditions the modern type of banks 
in India can never hope to get into sufficiently close touch with the 
affairs of the vast trading community all over the countiy to enable 
them to giant accommodation directly to more than a few of the 
bigger tiaders The Indian bankers, theiefore, are in existing cir- 
cumstances indispensable middlemen The Babington Smith Com- 
mittee desciibes in the following words the manner in which the indi- 
genous financial agency comes into contact with the modern monetary 
oiganization ‘ The people with whom the banks deal directly are for 
the most part large shroffs of good standing in the principal cities 
These men operate with their own capital, and generally speaking, 
it is only when they have laid out all then available capital in pur- 
chasing the hundis of other and usually smaller shroffs that they come 
to the Presidency Banks The shroffs, whose hundis the largei shroffs 
haj/e purchased, have probably also similarly financed other and still 
smaller shroffs or mahajans, and so on, until we get down to the 
smallest flea of all, namely the village bania or gram dealer or gold- 
smith For instance, shroff A at Amritsar may purchase a bill diawn 
by a larger shroff at Lahore, who sells it to the Presidency Bank, which 
sends it to their Bombay agency for collection, or the bill may be a 
pure finance bill geneially known as a hand bill as opposed to a 
“ trade bill, drawn against produce 

•The growth of modern banking has not materially affected the 
business of the shroff On the other hand, he has good reason to 
welcome it as relieving him of much inconvenience, for example, as 
regards sending specie and obtaining accommodation He buys the 
hundis drawn by the trading community, charging them a late of dis- 
count above the bank rate, the difference constituting his profit ^ 
Though some of the indigenous private banking firms are being con- 
verted into private ‘banks conduct^ed on modern lines and issuing 
cheques, most of them still follow their traditional methods 
H Need for co-ordmation between the old and new banking systems 
—It IS geneially recognized that in order to mobilize effectively the 
capital resources of the country as well as to establish any kind of 
unitary control over its credit oiganization, the indigenous banking 

^ Hundis are drawn to serve three distinct purposes (1) for raising a loan 
(here the hundi corresponds to the finance bill or hand bill) , (n) for financing 
trade, when it corresponds to a bdl of exchange (but hundis, unlike bills of 
exchange, are not always accompanied by documents of title like sale contracts, 
invoices, and warehouse receipts, and are usually without them), (m) for remit- 
tance of money from one place to another, whether for purposes of trade or 
otherwise 

* The bazaar hundt rate of discount is as a rule 2^ or 3 ^er cent above the 
bank rate in Calcutta, and abSut per c^nt in Bombay, where the competition 
amongst the shroffs is umSsually keen 
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system must be brought into an organic relationship with the new 
joint stock system As Sir George Schuster pointed out m the couise 
of his remarks on the Reserve Bank Bill (1933) m the Assembly ' It 
IS impossible to over-estimate the importance of the part that the 
indigenous banker plays in the whole of the banking and credit 
machinery of India I think it will be no exaggeration to say that 
his part of the oiganization represents, if anything, more than 90 per 
cent of the whole , and it is unfortunately true that the links between 
the whole of this system and the modern banking system of India, 
m spite of the development of rural co operative societies and in spite 
of the opening of one hundred new branches by the Imperial Bank 
of India, are still rudimentary and incomplete Until the vast 

portion of India’s banking and credit machinery, which is represented 
by the indigenous bankers, is put into gear with the relatively small 
machine of the modernized money market, with the Reserve Bank as 
Its central control, it will be impossible for the Reserve Bank to exer- 
cise full contiol of currency and credit of India, which is understood 
as the function of a Central Bank m Western countries , and it will 
be equally impossible for the masses of the people who populate the 
countryside of India to get the foil benefits of credit and banking 
facilities on reasonable terms, which a well-organized system of bank- 
ing ought to give ’ 

The Central Banking Enquiry Committee made a series of recom- 
mendations with a view to bringing about a better co-ordination of 
the indigenous banking system with the general and especially the 
central banking organization of the country They favouied the 
direct linking of the indigenous bankers with the Reserve Bank of 
India They suggested certain conditions for the inclusion of 
indigenous bankers in the Bank’s approved list, such as the 
limitation of their business to banking proper, having a certain 
suitable standard of owned capital (which should be lower than in 
the case of jomt-stock banks), ipamtammg of account books in the 
usual manner and having them audited annually by recognized audi 
tors, and making them available to the Reserve Bank £01 inspection 
and audit Indigenous bankers scheduled to the Reserve Bank were 
to be given certain privileges, the principal ones being the rediscount- 
ing of their commercial papei by the Reserve Bank, remittance of 
funds^ at the same rates as aie charged to all joint-stock banks and 
extension of the benefits of the Bankers’ Books Evidence Act 2 
( CBR , 139 42 ) 

^ Recently (September 1940) facilities for the remittance of funds at special 
rates have been extended to the indigenous bankers by the Reserve Bank, pro- 
vided the former fulfil the conditions prescribed by the Bank 

^ The Central Bankirig Enquiry Committee made certain other recommenda- 
tions regarding the indigenous bankers, for inst^ce, that the Reserve Bank and 
the jomt-stock banks should use such bankers, as tHeir agents"* for the collection 
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§5 Reserve Bank's scheme of linking indigenous bankers — A statu- 
toiy obligation was imposed on the Reserve Bank under clause 
55 (i) (<^)) ttie Reserve Bank of India Act (1934) to present a * leport 
at the earliest practicable date and m any case within three years 
to the Governoi Genei aim Council with proposals, if it thinks fit, 
foi legislation on the extension of the provisions of this Act relating 
to scheduled banksi to persons and films not being scheduled banks 
engaged in British India in the business of banking’ The Reserve 
Bank addressed a ciicular letter to all scheduled banks and repiesenta- 
tive indigenous bankers on 6 May 1937 with a view to eliciting their 
opinion on the possibilities of linking the indigenous banker with 
the Rcseive Bank 

In the light of the leplies leceived, Sir James Taylor, Governor 
of the Reserve Bank, issued a diaft scheme on 26 August 1937, for 
the direct linking of piivate bankeis in accordance with the lecom- 
mendations of the Central Banking Enquny Committee and the legu- 
latipns relating -to banking companies mcorpoiated in the Indian 
Companies Act as amended in 1936 ^ Biiefly the Bank suggested that 
if the indigenous bankeis were to come into practical relationship 
with Itself, they would have to foimahze then methods of banking 
on the lines approximating to joint stock banks and in particular 
develop the deposit side of banking activities Indigenous bankeis 
with owned capital of at least Rs s lakhs— which might he raised to 
Rs 5 lakhs at the end of five years— would be entitled to apply for 
registration in the books of the Reserve Bank as private bankers 
They must wind up their nombankmg business within a reasonable 
time They would not have to furnish compulsory deposits unless 
their time and demand liabilities were five times and more in excess 
of their capital in the business They must maintain proper books 
of accounts and have them audited by registered accountants They 
must file with the Re,serve Bank periodical statements of their affairs 
and must also in the interest of thefr depositors publish the returns 
presciibed for banking companies Indigenous bankers satisfying 
these conditions would have the piivilege of direct rediscount with 
the Reserve Bank against eligible paper, the right to secure advances 
against Government Paper, and remittance facilities similar to those 
for the scheduled banks 

of cheques and bills m the same manner as in the case of banks, that indigenous 
bankers on the appioved list of the Reserve Bank should be allowed to affix 
against tbeir names the designation ‘ Member of the Cential Bankers’ Associa- 
tion ’ when the lattei was established, etc They did not, however, favour 
compulsory licensing of indigenous bankers, being apprehensive that compulsory 
licensing would scare them away and discourage them from following banking 
pursuits C B R , 138 and 145 ^ r m 

* See §45 below 


See §20 
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The replies to this scheme leceived from the shroffs and com 
meicial bodies show that generally the indigenous bankers disagree 
with the suggestions regaidmg taking of deposits and giving wide 
publicity to accounts They aie also not prepared to confine them- 
selves to banking business They thus desire the Reserve Bank's 
scheme to be so modified as to be incompatible with its mam pioposals 
The Reseive Bank has thercfoie informed the Government of India 
that It cannot reconlmend any immediate legislation to amend the 
Reserve Bank Act in legard to the extension of its piovisions relating 
to scheduled banks to the piivate bankeis, though, as mentioned in 
the Bank’s Statutory Report on Agricultural Credit (issued m Decem- 
ber 1937) the offei made m its letter of 26 August 1937 is still open 
and the Bank will be prepaied to take the matter up with the Govern 
ment with a view to amending the Act, if the indigenous bankers are 
prepaied to conloim to its conditions 01 suggest any other practical 
altei native In the meantime, the Reserve Bank is consideimg whethei 
It would be possible to develop open-market operations in trade bills 
as this would give fiist-class indigenous bankers closei relationship 
Without the necessity of making any ladical changes in their present 
business methods ^ 

§6 Beginnings of modem banking The European system of bank- 
ing was hist introduced into India by the Agency Houses of Calcutta, 
which started a banking side as an aid to the conduct of their busi 
ness In then capacity as bankers, the Agency Houses did business 
with the merchant princes m India and with the planters, ^dvangmg 
loans on mortgages of ships, indigo factoiies, etc The Euiopean 
community m India and the English officers of the East India Com- 
pany deposited their savings with them in prefei ence to investment 
in public securities, owing to the atti active rates of interest offered 
by the Agency Houses The x\gency Houses came to giief as a result 
of speculative tiansactions, and the commercial ciisis of 182932 put 
an end to them The banks mamaged on European hne§ were thu-s 
not at first jomt-stock banks, nor aie they so exclusively at the present 
day European firms like Cox or Gimdlay, and navigation com- 
panies like the Peninsular and Oriental, have a banking side to then 
business The first purely banking institution on European Ime^j 
was the Bank of Hmdostan, established m Calcutta by Messrs Alexan- 
der 8c Co The bank disappeared in the ciisis of 1829-32 when the 
firm of Messrs Alexander failed along with some others On their rums 
arose the Union Bank, a joint stock bank created by co-operation 

^ Annual Report of the Reserve Bank of India (1937), pp 8-g and Statutory 
Report of the Reserve Bank on Agricultural Credit, pp 42-3 L 

* For an mter^tin^ purvey of the advent of modem banking Hee the Tunes 
of India Banking in India Supplement (21 Apiil 1^39) “ 
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among all the leading Calcutta houses^ but this also disappeared in 
1848 1 

§7 The Presidency Banks — The foreign trade of the country was 
compaiatively small in the earlier part of the nineteenth century, and 
the financing of the internal trade was looked after by the indigenous 
bankeis already described As trade gradually developed, the need 
foi banks of the European type was experienced, added to which was 
the interest of the Company’s Government inTegard to their own 
banking business In these circumstances the Bank of Bengal, the 
oldest and the most powerful of the Presidency Banks, was established 
at Calcutta in 1806 by a charter issued by the East India Company 
with a capital of Rs 50 lakhs, 10 lakhs being contributed by the East 
India Company The first Bank of Bombay was established in 1840 
with a capital of Rs 52 lakhs, thiee lakhs of which was subscribed by 
the Government This bank came to grief m 1868 as a result of its 
participation m the wild share speculation caused by the civil war 
and cotton famine in America A second Bank of Bombay was estab- 
lished in the same year with Rs 1 crore as capital The Bank of 
Madras was slaited in 1843 with a capital of Rs 30 lakhs, three lakhs 
being subscribed by the East Indj^a Company 

The establishment of the three banks put an end to the possibility 
of the Bank of Bengal becoming a bank foi all India, an idea which 
had been in the an for some time 

From the very beginning, the Piesidency Banks had a close con- 
nexion w,uh the Government of the country, which not only subscribed 
a part of their capital, but also had the right to nominate some of then 
Directors Up to 1857 the offices of the Secretary and Treasurer were 
usually held by a Civil Servant of the East India Company In 
return, the banks enjoyed some concessions, of which the monopoly 
of Government banking was the most important The right of note 
issue had little piactical value on account of several restiictions, such 
as that the total habiiities on demand were not to exceed three 
times the cash reseives at first and four times afterwards From 1839 
onwards even the total amount up to which the notes could be issued 
Vas fixed In 1862, as we have already seen, the right of note issue 
was taken away, the Government having introduced their own paper 
currency As a sort of compensation, the cash balances of the Govern 
ment were placed with the Presidency Banks at the Presidency towns 
By the Piesidency Banks Act of 1876, the Government withdrew 
their portion of the capital and relinquished the right of appointing 
Directors and Secretary and Treasurer After this the Presidency 
Banks lost their official character but remained distinct from othei 
banks, being governed by the special Act of 1876 and regarded by 

^ The subsequent progress q/ joint-stock banks in India i^reviewed m §§14 
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both the public and the Government as the most important constitu- 
ents of the banking system of the country and as an integral part of 
the Indian treasury system The bulk of their business was like that 
of any ordinary bank, namely leceipt of deposits and discounting 
But they acted as bankeis to the Government to a limited extent 
For instance, they managed the temporary public debt of the Govern- 
ment of India and enjoyed the privilege of using certain minimum 
Government balances Although not state banks, they always had 
some connexion with the state, and under the special Act of 1876, the 
Government weie entitled to audit their accounts, to call for mforma 
tion and to make it obligatory on them to publish weekly statements 
of their accounts This public control was intended to safeguard 
Government interests and ensure development of banking on sound 
lines in the country 

§8 The Reserve Treasury system — Between 1863 and 1876 the whole 
of the Government balances at headquarters was kept with the Presi 
dency Banks But trouble having been experienced in getting the 
funds back from the Banks of Bengal and Bombay, the Governm^it 
of India established their own treasuiies (Reserve Treasuries) in 187(1 
at Bombay, Calcutta and Madras The Government balances hence- 
forward were held largely in these three Reserve Treasuries, only 
small amounts— just enough for safety and day to-day requirements— 
being held in the district and taluka treasuries Under the new 
arrangements which came into operation in 1876, the Government 
agreed to pay interest to the banks on the difference between the 
actual deposits and the minima fixed, m case the former fell short 
of the latter, but they gave no undertaking to keep any balances 
whatsoever with the banks Actually the banks held cash balances 
generally in excess of the minima, though they were far from satisfied 
with this A large amount of revenue flowed into Government Trea 
suries and remained locked up there, especially at a time when it 
was badly wanted by the money market Broa(^ly speaking, Novem- 
ber to June is the busy season ill India, and July to Octobei is the 
slack season (except in Calcutta, where the busy season falls between 
July and October) The receipts of revenue are heaviest during 
the four months from January to April, so that the heavy revenue 
period synchronizes with the active business season. The Govern- 
ment had to maintain large working balances, as the receipts of 
revenue are very unevenly distributed throughout the year, whereas 
their expenditure proceeds at an even pacet It was, however, 
generally felt that it was possible for the Government to extend 
greater assistance to the money market without endangering their own 
safety 

^See P K ^The System of Financial Adnnmstrahon in British Iiidta^ 

pp 200-2 
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Dm mg the war of 1914 i8 the Government placed large funds- 
much in excess of the minima~at the disposal of the Piesidency Banks 
m Older to facilitate the investment by the public in the War Lo?ns 
The Reserve Treasmy system was abolished in 1921, and the Govern- 
ment balances over and above those m the district and sub treasuries 
were kept with the Imperial Bank at its head offices and its blanches 
until the establishment of the Reserve Bank in 1955, when they were 
handed ovei to that bank 

§9 Business and progress of Presidency Banks — The Presidency 
Banks were pei muted to do certain kinds of business and prohibited 
from doing certain othei kinds Biiefly, (1) the banks were excluded 
from dealing in foieign exchange (except as regaids Ceylon in the 
case of the Bank of Madras), (xi) they were prohibited horn 
borrowing money abioad , and lastly, (111) there were certain lestnc 
tions as to the amount of the advances and the period for which thev 
wcie made, as well as the secuiities against which they could be made 
All these lestiictions and handicaps, however, did not prevent the 
Prtisidency Banks fiom prospering gieatly The lestnctive provisions 
while they hampered an even moie rapid development than was actu- 
ally achieved, conduced to the stability and strength of the banks 
Theie was a steady growth in the amount of private deposits attracted 
by the banks, especially in the period before the wai of 1914 18 Un- 
like the joint-stock banks in India, the Piesidency Banks exhibited 
a strong cash position, keeping on an average cash reseives much 
over 30 p^er cent of then iiibilities The Government always kept 
somir balances with the banks, which were usually m excess of the^ 
minima fixed, and, wheiever they had blanches, the banks also did 
some geneial banking business for the Government, for which thev 
received a fixed lemuneiation Further, the banks undertook to pro- 
vide special facilities for the encashment of the currency notes at their 
branches in oider to populauze them This association of the banks 
with the Government, added greatly to their prestige and stood thepi 
in good stead, since it atti acted private deposits and banking business 
on profitable terms and helped them to acquire and maintain a posi- 
tion of pre eminence in the banking system of India 
§10 Exchange banks (Foreign banks) — The Piesidency Banks, as 
mentioned above, weie prohibited fiom dealing in foreign exchange 
and fiom raising funds outside India But both these matters as- 
sumed greater and greater importance with the expansion of the 
country’s foreign trade, and theic was ample room foi another class 
of banks dealing pimcipally with foreign exchange 

The Indian joint-stock banks rarely engaged m this business for 
lack of the necessary training and experience and the want of access 
to the London money market Before 1914 the^ only^important In- 
dian jomt-stock bank whicfi had a branch in London, like the ex- 
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change banks, was the Indian Specie Bank, but its London blanch 
was apparently opened in order to facilitate the bank’s dealings 
abioad m silver and peails The Alliance Bank of Simla (liquidated 
in 1923) and the Tala Industiial Bank (amalgamated with the Central 
Bank .of India in 1923) also did ‘as much exchange business as any 
exchange bank in India during the hist few yeais of its life ’ ^ A 
few of the existing joint stock banks do take some part in this busi 
ness but have not yet developed it to any gieat extent 

The foieign exchange business is thus viitually a monopoly of the 
foieign banks Indians have not so fai been able to start exchange 
banks of their own owing to the competition of well-established non- 
Indian exchange banks, absence of bianches m London and othei 
foieign centies (which aie essential foi engaging in aibitiage and 
diiect exchange transactions) and then limited financial lesouiccs 
The pimcipal difficulties in the way of establishing blanches at foieign 
centres are (1) lack of large capital to command credit m the money 
maikets of these centies , (11) initial loss m working until the foieign 
branches become self supporting , (111) absence of a dependable stuff 
named in international exchange work , (iv) hostility of foieign banks 
and (v) the existence of theif head offices in India which would handi- 
cap Indian banks m keeping themselves in close touch with the 
international monetaiy conditions and secuiing import and export 
bills, and bills for collection In 1936, the first Indian exchange 
bank (Central Exchange Bank of India) was opened in London by 
the late Sn Soiabji Pochkhanawala under the aegis of the Central 
Bank of India It was amalgamated with Bai clay’s Bank, London, m 
1938 

Owing to the picdominance of England m the foreign tiade of 
India and the fact that London was the financial centie of the woild, 
the eaily exchange banks established m India weie due to English 
enterpiise and had then head offices in London But later on, as the 
countiy was opened to eveiy nationality, branches of the pimcipal 
hanks m some countiies othei tlmn England weie staited The dis- 
tmbance m the course of Indian trade and the important position 
attained by some foieign countiies, that had not counted foi much 
before in the international tiade of India, acted as a stimulus to 
foieign banks opening then blanches heie So that although the ex- 
change banks caiiying on business in India aie mostly blanch agencies 
of banks having then head offices m London, the numbei of those 
with their head offices in Continental countiies, in the Fai East, and 
m the United States, has mci eased The exchange banks can be 
classified as (i) those doing considerable business in India, and 
(11) those which aie meiely agencies of laiger banks doing business 
■all ovei Asia Illustiations of the formei are the National Bank of 

^ H Sinha, Ea'iJy European Banking in India^ p 220 



India and the Chartered Bank ot India Examples o£ the latter are 
the International Banking Corporation, also the Bank o£ Taiwan 
and the Yokohama Specie Bank (now closed as a result of the war) 

§11 The business and present position of the exchange banks — 
Originally the business of the exchange banks was confined almost 
exclusively to the financing of the external trade of India But in 
recent years most of them have also taken a considerable pait in 
financing the internal trade at the places where then branches are 
situated For example, the piece goods trade in Delhi and Amritsar 
and the leather tiade of Cawnpore are largely financed by them They 
do a certain amount of business on the lines of any oidinary bank 
But their mam business in India is financing foreign trade by the 
purchase and discount of foreign bills of exchange The import bills 
are negotiated in England and other foreign centres and aie payable 
in India But by £ai the greatest proportion of the bills in which 
the exchange banks deal aie export bills drawn by Indian exporieis 
against credits opened with the London banks or finance houses, by 
London importers These bills, which aie drawn usually at three 
months' sight, are mostly documents on acceptance (DA) though a 
few are documents on payment (DP) The D P bills are held by 
the London offices of the exchaxfge banks until they aie retiied or 
paid on maturity The D A bills are generally discounted or redis- 
counted immediately after acceptance They are rediscounted m the 
United Kingdom by the English and Scotch jomt-stock banks or by 
the Bank of England In this way the exchange banks receive /back 
in sterling the equivalent of what they paid in rupees in India They 
may sometimes hold the bills till maturity in case trade is slack and 
there is no immediate demand for the employment of funds in India i 
Thus the export tiade of India is largely financed by the funds of the 
British banks The facility of rediscounting bills in the London 
money maiket, where the rate of discount is usually lowei than m 
India, is a great advjantage, as the exchange banks buy far more ex- 
port bills than they can possibly held until maturity The absence 
of this facility m the case of the Indian joint-stock banks makes it 
extiemely difficult £oi them to compete with the foreign exchange 
banks whose large profits are piotected by established and not easily 
assailable advantages 

The purchase of Indian export bills by the exchange banks 
means a transfer of their funds to London To bring their funds 
back to India, the exchange banks were m the habit of freely pur- 
chasing Council Bills and Telegraphic Tiansfers m London, so long 
as this system lasted Now they effect this transfer by selling sterling 

^ The bulk of the bills between India and Furope, the United States of America 
and the colonies are drawn m sterling Those between India an^ Japan used to be 
drawn in yen Bills between India and China are drawn m rupees 
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to the Reserve Bank of India (which is responsible for making sterling 
remittances to the Secretaiy of State) against their London balances 
There are other methods also by means of which they increase their 
funds in India, for example, by cashing the import bills when they 
matuie , by the sale of drafts, and by telegraphic transfeis in India 
for Indian students and travellers abroad and other persons requii- 
ing money to be 1 emitted from India, by buying lupee paper in 
London and selling it in India, and so on In the last resort, when 
there is a stiong favourable balance of tiade, they import bais of gold 
and silver bullion and sovereigns from London, Egypt and Australia 
In like manner, when the balance of payments is against India the 
exchange banks either send gold or silver out of India Formerly 
they bought Reveise Councils if the Government of India made them 
available Since the establishment of the Reseive Bank of India in 
April 1935, they can purchase sterling drafts fiom the Bank for deli- 
very m London 

The import tiade of India is financed either by sixty days’ sight 
DP drafts drawn on Indian impoiters or by London banks’ accep- 
tance of ‘House paper’ The foimer method is usually adopted in 
the case of imports by Indians These diafts (which are drawn in 
sterling), after being discounted by the exchange banks in London, 
are sent to India for collection through the exchange banks, who 
present them on the importeis for acceptance and payment Im- 
porters can, however, obtain delivery of the goods before payment by 
executing tiust receipts m favoui of the exchange banks and holcjing 
the goods as their trustees until the final payment The second 
method is available to European importing firms who have London 
houses of standing The latter draw bills on the London offices 
of the exchange banks which undertake to accept these bills, and 
thereafter they can be readily discounted m the London money mai- 
ket The accepting banks in London forwaid the relative documents 
to their branches in India for collection of the proceeds of the 
goods in India, and these are sent to London before the bills mature 
or when they are paid In the financing of the import trade of India 
the more active part is played by the head offices and branches of the 
exchange banks outside India The share of the Indian branches in 
the business consists primarily in collecting the import bills at matu- 
rity, and in furnishing their branches with information as to the 
means and standing of the drawees of the bills The impoit bills, 
unlike the export bills, are as a rule not rediscounted in India, and 
thus the import tiade is financed to a much greater extent than the 
export tiade by the funds of the exchange banks In order to 
develop a discount market for import bills it is necessary that these 
should be draw^ in rupees and should pieftrably be D A bills These 
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reforms would also seive to redress the legitimate giievances of Indian 
importers in this respect 

Keynes points out that there is pyima Jacie some danger to the 
stability of the Indian financial system in the fact that its money 
maiket is largely financed by funds raised not peimanently, but foi 
shoit peuods, in a fai distant foreign centiei However, the greatei 
success of the exchange banks m recent yeais in attracting an increas 
mg volume of funds in India itself has to that extent diminished then 
dependence on the London money market 

Nevei tlieless, it is desirable m the interests of safety that the 
sums bon owed on lelatively shoit notice eithei in England oi m 
India should not exceed the assets located tliei e - An adequate cash 
leserve to meet then deposit liabilities is also necessaiy An impor- 
tant event in leccnt banking histoiy m India is the entry into India 
of one oi the English ‘ Big Five which has been brought about by 
the acquisition of the business of Cox ^ Co by Lloyds Bank 

The following hguies show the position of the exchange banks 
ifi the >ear 1943 ^ 
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§12 Restrictions on foreign banks— The question of subjecting 
foreign banks to ceitam lestiictions foi safeguaiding national interests 
IS pan of the general question of controlling foieign capitalistic 
enteipiise in this countiy This wc have aheady discussed, ^ and the 
case foi lesuiclion of foreign banking institutions, such as the exist- 
ing exchange banks, as based on giounds with which we have already 
become famihai in the course of this geneial discussion Foreign 
capital engaged in banking in India has laid itself open to the same 
kind of cnticism fiom the national point of \iew as foieign capital 
engaged m other spheres and has pxomptecl a similar demand for 
regulation 

The shaie of Indians in the foreign trade of India is estimated 
to be between 15 and 20 per cent of the total ^ There is thus a consider- 
able loss in the shape of commission, brokerage, and msmance paid to 

^ Sf^e J M Keynes, Indian Cunency and Exchange^ p 212 
I^eynes, op cit , pp 212-13 
** Statistical Tahhi relating to Banls 1942 and 1943, p 2 
Vol I, ch xiii, §§21-4 ^ f 

Seo Bimal C Ghose, A Study of the Indian Money Mafket^ p 87 
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non-Indians It is believed that this pieponderance of the non-Indian 
element in the foreign trade of India is due to the large facilities 
given by the non-Indian exchange banks to then nationals operating 
in India Also, as we have aheady seen, these exchange banks have 
almost a monopoly of the financing of the foieign trade of India and 
it IS complained that they use their monopolistic position to the pre 
judice of Indian mei chants^ 

Certain witnesses before the Genual Banking Enquiry Committee 
urged the regulation of the operations of the exchange banks in view 
of the fact that they weie not subject to any legal restrictions m India 
and were exempt even from the limited statutory obligations imposed 
on Indian jomt-stock banks registered in India, with the result that 
no separate information was available regaidmg their Indian business 
It has also been uiged that while they draw deposits in India, there 
IS no protection extended to the Indian depositor , and lastly control 
is advocated on broad national grounds as in othei countries like 
Japan, with a view to supplying a collective to the anti-Indian pqlicy 
of the exchange banks and to removing the difficulties of Indian 
traders (GBR, 447 ) 

The Committee note that piovision exists in the laws of vaiious 
countries for regulating foreign banks by means of licenses granted 
by some pi escribed authority m the country and advocate the intro 
•duction of a similai system into India partly in the interests of depo 
sitors, paitly for ensuring the grant of leciprocal treatment in foreign 
countries to Indian banks, and partly also foi giving flie R^seive 
Bank some control over the banks opeiatmg in this country The 
Reserve Bank would be the most suitable authoiity £01 undertaking 
the task of sciutimzmg applications fiom non Indian banks and foi 
granting licenses in approved cases But the Committee hold that, 
in fairness to the banks already established, licenses should be freely 
granted to them Every license should be in force for a stated period 
and should be renewed i£ the licensing authority is sati,sfied that the 
provisions of the Indian law applicable to tlie bank, and other condi 
tions specified in the license, are complied with The conditions of 


^ It wa<; alleged by several commercial bodies in India before the Central 
Banking Enquiry Committee that tlie exchange banks furnish unsatisfactory 
bank references regarding Indian commercial houses to exporters abroad, that 
Indian importers fail to obtain D A. terms, that Indian importing firms are 
called upon to deposit ro to 15 per cent of the value of goods with the exchange 
banks in order to get a confirmed letter of ciedit opened (which is not the case 
with foreign houses), that import bills are drawn in sterling and carry a fairly 
high rate (six per cent) of interest, that the exchange banks discriminate against 
Indian steamship and insurance companies, that they do not offer responsible posts 
to Indians, etc See C B JR , 439 45 The Report suggests that the Government of 
India should ar%nge suitable conventions with 'the exchange banks to meet the 
various complaints ^ 

n— 24 
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the license which non-Indian banks wishing to do banking business 
in India should be requited tO' take out, should be as follows 

(i) Furnishing the Reserve Bank with annual statements showing 
the assets and liabilities relating to then Indian business, as pre- 
scribed by the Reseive Bank 

(ii) Submitting, at any late foi a few years to come, to the Reseive 
Bank peiiodic leports of Indian and non-Indian business handled by 
them 

(ill) Other conditions might be imposed on the basis oi lecipro- 
city There are various restrictions imposed by the laws of foreign 
countries on non national banks working theie The powei to im- 
pose similar conditions in the licenses granted to non-Indian banks 
m India would enable the Government of India to accord reciprocal 
tieatment to non-Indian banks (C B R , 451 ) 

Mr Manu Subedai, howevei, holds that a system of licenses 
applicable to foreign banks only should be established with a view 
to reserving the field of banking in India for institutions registered 
m fndia He proposes the following terms for the license 

(1) The licensed bank should not receive deposits in India fiom 
Indian born peisons 01 joint stock companies registered in India 
(11) The licensed bank should confine its branches to the port areas, 
only and no branch should be opened in the interior (111) Control- 
ling interests, directly or indirectly, should not be acquired in Indian 
institutions in older to defeat the above provision or for any other 
motive The existing branches of the foreign banks in the interior 
should be withdrawn within five years (iv) Except the manager and 
one assistant in each branch under him the whole staff should be 
Indian (Minority Repoit, CBR, 204)^ 

§13 Opening of an Indian exchange bank — However much the pie- 
sent position may be improved by such restiictions on foreign banks, 
they will not lemove a fundamental source of weakness due to the 
very small share takemby Indians both m the import and the export 
trade and in the provision of banking facilities for such trade The 
Central Banking Committee suggest the following measures for en- 
abling India to obtain her legitimate share in the spheies of both 
banking and trade (CB R , 481) 

(1) Weil established Indian joint-stock banks should open foreign 
connexions useful to their clients {GBR, 482 ) 

(ii) On the establishment of the Reserve Bank and the simulta- 
neous withdiawal of the lestnctions now imposed on the transaction 

^ Under the new Constitution established by the Goveinment of India Act 
(i93S)» it will only be possible to impose the same restrictions on British banks 
operating m India as exist on Indian banks working in Great Britain, of which 
there are hardly any in existence The basis of reciprocity, as Mr Manu Subedar 
points out, IS thus altogether ur^juitable m the matter Cf impTsing restiictions 
on the exchange banks ^ 



BANKING AND CREDIT 


37 ^ 

o£ foreign exchange business by the Imperial Bank of India, the 
latter should be induced to take an active shaie m the financing of 
India's foreign trade 

This recommendation has not so far been acted upon hy the 
Government No doubt the old lestnctions on the transaction of 
foreign exchange business by the Impexial Bank of India have been 
lemoved since the establishment of the Reserve Bank on i Apiil 
1955 the formei has also been appointed the sole agent of the 
latter, but no stipulations regarding foreign exchange business have 
been made nor any steps taken to secure the preponderance of the 
Indian element in the Impel lal Bank on the lines recommended b\ 
the Central Banking Enquiiy Committee (C B R , 483 ) 

(ill) If, however, the Reserve Bank finds it impossible to arrive 
at a satisfactory settlement with the Imperial Bank or finds that 
within the stipulated period the Imperial Bank is unable to partici- 
pate actively m the financing of India's foreign trade, the establish- 
ment of an Indian exchange bank is recommended (C B R , 485 ) 
Such a bank should have a capital of Rs 3 crores subscribed \n 
the first instance by ]omt-stock banks registered in India If the 
share capital is not fully subscribed within a prescribed time, the 
balance should be supplied by the Government, which should arrange 
gradually to dispose of their holding later to the general public So 
long as the Government hold moie than 50 per cent of the capital, 
they should have a predominating voice m the appointment of the 
directors The question of entrusting the work connected Gov 
einment remittances to a department of the new hank working undei 
the control of the Reserve Bank should be considered in consultation 
with the Reserve Bank subject to the stipulation that the new bank 
shall not be allowed to make a profit on such remittances purchased 
in the open market in its capacity as agent ^ 

(iv) In conclusion, we may mvite attention to the proposal of the 
Central Banking Enquuy Committee that joint banks conti oiled by 
Indians and non-Indians as equM partners should be established 
This plan seems to be attractive Since international trade is con- 
ducted between two parties it stands to reason that they should co- 
operate with one another in the financing of that trade 
§14 Histo3?y of |omt«stock banks — The growing mass of internal 
commerce m India required organized banking of the modern type 
Neither the Presidency Banks, which were semi-public institutions 
subject to various restiictions and which had branches only in a few 
large towns, nor the exchange banks, which were mainly preoccupied 

^ In a Mmute of Dissent signed by six members of the Committee (including 
Sir Purshotamdas Thakurdas) it is urged that the state should forthwith start 
an exchange bank^^wilh % capital of Rs 3 cror^, all to be taken up by the 
state (C B R f 30) 
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With foieign tiadc finance, were able to supply the need of the country 
m this respect Until i860, when the pimciple of limited, liability 
was lecognized foi the first time in India, the pi ogress of organized 
banking was slow The financial crisis in Bombay caused by the 
cotton boom of 1865 and the fall in the exchange value of the rupee 
prevented substantial piogiess from being achieved The earliest 
bank of this description was the Bank of Uppei India (1863), which 
was followed by the Allahabad Bank in 1865, and some more banks 
one of which was the A.lliance Bank of Simla (1874) which went into 
liquidation in 1923 In 1870, seven such banks were in existence In 
1894 the number lose to fourteen Most of them weie, and continue 
to be, under Euiopean management The first bank due to Indian 
enterprise was the Oudh Commercial Bank, started in 1881 In 1894 
the Punjab National Bank was established, mainly thiough the effoits 
of Lalla Haikishen Lai, who was also responsible for the establish- 
ment of the People's Bank in igoi The People’s Bank made great 
strjfdes and at the time of its liquidation m 1913 it had nearly 100 
branches and its deposits were over Rs 114 ciores ^ One of the lesuits 
of the advent of swadeshi in 1905 was a flood of new creations, espe 
cially in western India, the Unit;^d Piovmces and the Punjab It 
was to this epoch that the Bank of India, the Bank of Emma, the 
Indian Specie Bank, the Cential Bank of India, the Indian Bank 
(Madras), the Punjab and Sind Bank, the Bank of Mysore, the Bank 
of Baroda and the Bombay Banking Company owed their oiigin 

Bank failures In the first few years great progress was made 
by most of these banks, but the business of many of them was of so 
unsafe and speculative a character, and their cash reserves were so 
slender in pioportion to their liabilities, that it was easy for a trained 
and gifted observei like Mi J M Keynes to predict speedy disaster, 
and Mr Keynes had the melancholy satisfaction of very soon seeing 
his piophecy come true^ The failure of the People’s Bank on 
20 Septembei 1913 fvas followed by numerous other failuies, includ- 
ing that of the Specie Bank in Novembei 1913 In the course of the 
year 1913-14 as many as fifty-five banks went into liquidation The 
boom during and after the war of 1914-18 gave another impetus to 
new flotations, and when the depression set m, a large number of 

* See Thakur, OrgamzaUon of Indian Banking , pp 31-2 

For a very readable and lucid anaylsis of bank failures in India with 
special reference to some ^individual banks, see S K Muranjan, Modern Banking 
in Indta^ ch ix 

J M Keynes wrote in 1913 on the eve of the bank failures in India * la 
the case of the smaller banks, dealing as they are with clients to whom banking 
is a new field and m a country where hoarding is still dominant, the cash balances 
seem, from available indications, to be hopelessly inadequate, and it is hard to 
doubt that in the next bad time#» they will go down like Indian Currency 

Mnd Fmancef ^ 
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failures took place Eleven banks failed m 1915. thnteen m 1916 
and sixteen m 1918 The yeais 191324 were a aitical period foi 
joint-stock banking in India As many as 161 banks failed during 
this period, and the paid-up capital of these banks amounted to about 
Rs 6^ crores Of the post-war failures, the most important was 
that of the Alliance Bank of Simla in 1923, which had far-i caching 
and disastrous consequences In recent years^ the most outstanding 
case of bank failuie was that of the Tiavancore National and Quilon 
Bank which went into liquidation in 1938 The closuie of this bank, 
which was a scheduled bank (see §45) caused a banking aisis in 
South India at the end of June 1938, by ci eating nervousness among 
bank depositors as regaids the position of other local banks, though 
other centres were fortunately unaffected Even more seiious than 
the direct loss sustained by the depositors, most of whom belonged 
to the middle classes, was the shock to public confidence, the setback 
to habits of investment, and the injury to industrial and commeicial 
development 

§16 Causes of the bank failures — The causes of the failuies, paiti- 
culaily of those which occurred m 1913 14, were (1) slendei percentage 
of cash to deposit liabilities, the average being 10 to 11 per cent, 
(11) unbusiness-like lates of interest offered m ordei to attract deposits 
to make up for paid-up capital , (111) absence of a pioper pioportion 
between the authoiized and the subscribed capital, and between the 
subscribed and paid-up capital , (iv) absence of able managers and 
directors with the requiied knowledge of banking busmens and piac- 
tice, and lack of piopei supervision by the Board of Directors - 
(v) fraudulent dealings on the part of some of the directois and 
managers , (vi) the gullibility of the depositors who were easily misled 
by the window-dressing of balance sheets and the payment of high 
dividends even from capital , (vii) lack of palliative remedial action 
such as the Government themselves 01 quasi-Goveinment agencies 
might have supplied , and (viii) absence of ti adition of co-operation 
among the banks themselves ^ 

Some critics foolishly hinted that the bank failmes demonstrated 
the incapacity of Indians to conduct organized banking of the model n 
type But It must not be f 01 gotten that such failures weie a common 

^ During the financial year 193S-9 as many as 64 hanks went into liquidation 
or otherwise became defunct They had an authorized capital of Rs i cioie 
and a subscribed capital of Rs 23 lakhs Then paid-up capital amounted to 
Rs 18 lakhs, thus giving an average of Rs 28,000 per bank During the pre- 
vious two yeais a similar numbei of banks with poor capital and reserves likewise 
failed Such institutions are a distinct menace to the community The proposed 
Banking Legislation (see §21 below) is intended to check this evil by ensuring 
the piovision of an adequate capital structuie for banking institutions 

^ ‘It was a case of an army going into battle without any trained ofRcers 
and without an^ orders from the General Staffs — Findlay Shirras, Indtan Finance 

T> 
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feature of the eaily liistoiy of jomt-stock banking even m England 
and the United States, which aie at the present time m the forefiont 
in banking mattas Again, as Mi Doraswami remaiks, ‘ the path of 
Indian bank failuies is strewn with the wieckage of Emopean manned 
institutions ’,i and he instances the failure of the first Bank of Bom- 
bay (1868) and the Arbuthnot Bank, to which we may add the more 
recent big failuie of the Alliance Bank of Simla (1923) Although 
fraudulent manipulation was proved in some cases, the principal 
cause of the failures was lack of expeiience and knowledge The 
failures enforced the lesson that banking is neither ^ fool proof ' 1101 
' knave proof that it was necessary to minimize the risks of crisis by 
improving the banking machinery, by a careful selection of officeis, 
diiectois and auditors, and adheience to sound banking methods 

The bank failmes of 1913-14 had at least one good effect, that 
they removed the weak spots in Indian banking, although some deseiv- 
ing banks also failed along with many undeserving ones They 
further demonstrated the necessity of a central bank like the Bank 
of jkngland to guide the general banking policy in a time of crisis 
and to see to it that in noimal times banking is conducted on sane 
and sound lines This defect m th^ banking system of India may be 
said to have been removed by the establishment of the Reseive Bank 
of India m 1935 (see §39) 

The South Indian banking crisis of 1938 levealed the necessity 
of the scheduled banks maintaining closer touch with the Reserve 
Bank so as .to give it a clearer idea of then position and working and 
put It in a position to extend credit to deserving institutions without 
delay - It also revealed that one of the difficulties in the way of 
making advances to scheduled banks during such times was the 
absence of a sufficient quantity of lediscountable assets with them ^ 
The bank failures of 1913-14 and of subsequent years also showed 
how necessary it was to make suitable provision for thorough instruc- 
tion in the theory and piactice of banking Equally important with 
good banking laws and well trained Sankeis is wide publicity, to en- 
able the public to make a shiewd guess as to the position of a bank's 
affairs at any given time Every oppoitunity must be given to those 
who wish to look closely into the affairs of a bank, and it is much to 
be desired that the number of wide-awake, intelligent and aitical 
people willing and able to exeicise close supervision on the manage- 

^ See S V Doraswami Indian Finance, Cunency and Banking, p 111 

- This was the first banking crisis which the Reseive Bank had to handle 
In view ot the difficulties created by the ciisis a circular letter was issued by 
the Reserve Bank to all the scheduled banks in September 1938 setting out the 
nature of relations between the Reserve Bank and the scheduled banks and laying 
down 4 policy for the guidance of such banks as might want accommodation 
fiom the Reserve Bank ^ 

* Annual Report of the Reserve Bank of India (1938), p 23 
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Hient of a bank should be far greater than it is It is also essential 
that the banks themselves should develop high and honouiable tradi- 
tions and a sense of responsibility to the public 
U7 Importance of adequate cash reserves — The maintenance of 
sufficient cash reserves is the very ABC of sound banking But it is 
the experience of most countries that banks learn this salutary lesson 
only after a reckless disregard of it has actually caused a series of dis- 
asters Indian joint stock banking has already paid very heavy school 
fees in the shape of bank failures but seems to have at last learnt 
the lesson thoroughly, and the laudable desire to maintain strong 
reserves has been latterly more and more in evidence The matter is 
^ important that the Bombay Banking Enquiry Committee suggested 
that banking agencies should be compelled by law, as in the United 
States of America, to maintain an adequate cash reserve The Central 
Banking Enquiry Committee, however, did not favour this proposal 
They were apprehensive that the statutory minimum might be regarded 
as the maximum by the management of the banks and that there 
were many ways of evading legal requirements The Committee pre- 
ferred to leave the matter to the good sense and discretion of the banks 
themselves (C B R , 706) The amended (1936) Indian Companies 
Act, however, has made a provision for the keeping of minimum cash 
reserves (see §20 below) and the proposals for a Bank Act recently 
{1939) put forward by the Reserve Bank of India are designed to ensure 
an adequate degree of liquidity of the resources of banks (see §21 
below) 

§18 Growth of jOint=stock banking ^ — The following statistics^ give 
a general idea of the progress of joint-stock banking in India since 1870 
On 31 December 1937 there were 151 jomt-stock banks m India 
having capital and reserve of one lakh and over Their paid-up 
capital was Rs 7,73 lakhs, reserve and rest Rs 6,27 lakhs, deposits 
Rs 108,66 lakhs, and cash balances Rs 18,13 lakhs Out of these, six 
banks between them accounted for by far the gi^ater part of the depo- 
sits Leaving aside the Banks \>i Mysoie and Baroda which enjoy 
State patronage, the lemaimng foui institutions are really the sole 
important instances m India of purely private enterprise engaged in 
joint stock banking These are the Bank of India, the Central Bank 
of India, the Punjab National Bank, and the Allahabad Bank (Cal- 
cutta) 3 Of these only the Central Bank of India and the Punjab 
National Bank aie Indian-managed Owing to the failures of 1913-14 
banking leceived a setback, but beginning from 1915 there was a 
steady expansion of banking resouices, especially of deposits, which 
reached the high figure of Rs 80 crores m 1921— this expansion was 


^ This section should be read with §§51-2 below 

® StattsUcd TafeZSs relaUng to Banks m J^ndta (1942-3), Table No 4 
® Gubbav. 00 cit .00 a-j: 



Cc.p,MRe,e<«a, DeponU. Co,!, Balances and othe, fa,l,eulars^,>lal>»g to M.an ,oml Stock Banks 

(tr? lakhs of mpees) 

(Excluding Imperial Bank of India) 
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Class B -Banks having Paid-up Capital and Reserves between Rs i Lakh and Rs 5 lakhs 
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partly due to the inflation of deposits during the war of 1914-18 and 
the postwar boom in banking company flotations Between 19^1 and 
1923 there was a decline, especially marked in the yeai 1923 which was 
a black year for banks m the post-war period Since then recovery has 
been noticeable The economic depression did not on the whole 
adversely affect the deposit position of the banks, probably because of 
the lack of free investment of floating funds and of the tiansfer of a 
part of the proceeds of gold exports to banks In lecent years there 
has been considerable expansion of joint stock banking, as is shown by 
the appieciable increase in deposits and the greatly increased activity in 
branch bankmg, especially in South India Till lecently the joint- 
stock banks received little encouiagement from the Government and 
public bodies Since the establishment of the Reserve Bank of India 
in April 1935, the situation has undergone a change for the better 
The bigger banks (scheduled to the Reseive Bank of India) are quali- 
fied to receive assistance and advice fiom the Reserve Bank of India 
Eyen the smaller banks (non scheduled) may leceive the benefit of 
the advice of the Reserve Bank, provided they furnish the requisite 
information (see §§45 6 below) 

Two important events in the»history of Indian joint-stock banks 
which occurred in 1923 deseive special notice The fiist was that the 
Tata Industrial Bank, staited in 1918, was merged m the Central 
Bank of India, which has established its position under capable In- 
dian management as one of the leading joint-stock banks in the coun- 
try ^ ThiS^ constitutes an exception to the general tendency in Indian 
banking which 1$ against such mergers or amalgamations 

The second event which dominated the bankmg situation in 1923 
was the failure of the Alliance Bank of Simla The Imperial Bank 
of India undertook to pay the depositors of the Alliance Bank 50 per 
cent of the amount due to them, on receiving a guarantee from the 
Government of India that they would meet the losses, consequent upon 
the failure The Government’s jusyfication for intervention was that 
the failure of such a bank would have been disastrous to other banks, 
and that, if the panic had not been averted by prompt action, Indian 
banking would have received another seiious setback The critics 
of the Government contrasted the attitude of zealous sympathy dis- 
played by them as well as by the Imperial Bank towaids the Alliance 
Bank with the indifference shown towaids the Indian joint-stock 
banks which came into tiouble in the crisis in 1913-14 If in future, 
however, the Government and now the Reserve Bank follow up this 
precedent by coming to the lescue, whenever necessaiy, of deserving 
banks, the bitterness of feeling engendered by this alleged partiality 
will disappear 

We have already noticed the lecent (1938) Sailuif^of the Travan- 
coie National and Quilpn Bank and the South Indian banking crisis 
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which foitunately did not ha\e adverse leactions oa the position of 
Indian banking m other provinces At the same time the failuie of 
a scheduled bank caused considerable uneasiness in the country and 
prominently raised the question of the lelations between the Reserve 
Bank and the scheduled banks on the one hand (§45) and on the 
other, of comprehensive banking legislation^ (§21)^ The effects of 
the war of 1914-18 and of the piesent wai on Indian banking aie 
dealt with later in the chaptei 

There is great scope for the expansion ot jomt-stocL banks in the 
country under the guidance of the newly established Reseive Bank 
The ]oint stock banks can themsehes leain much from their competi- 
tors on both sides As the Genual Banking Committee point out, 
they should combine the economical management of the indigenous 
bankeis with the efficiency and modem methods of the Western insti- 
tutions (C B R , 568 ) 

§19 Regulation of banking — in Aoew of the alaiming succession of 
bank failures described above, and foi secuiing the development of 
banking on sound national lines, it is generally felt that purposelul 
regulation is necessary The position m India m this respect until 
recently (1936) was unsatisfactoiy, the Government following the tra- 
ditional policy of laissez-faire The joint stock banks were governed 
until 1936 by the Indian Companies Act of 1913 in common with 
other joint-stock companies, and only a few sections of this Act had 
a special beaiing on jomt-stock banking Besides, ail that the old 
Act required was the observance of a few foimalities in the^mattei of 
the prepaiation of the balance sheet, and the form in which the 
statement of affairs was to be published twice a yeai 

The Central Banking Enquiry Committee carefully leviewcd the 
question and formulated a scheme of regulating jomt-stock banks in 
India They lecommended that a special Bank Act be passed com- 
piising the existing regulations embodied m the Indian Companies 
Act with certain modifications and additional provisions relating to 
<(i) Organization , (11) Management , (111) Audit and Inspection , and 
(iv) Liquidation and Amalgamation ^ 

§20 Special provisions relating to banking companies in the amended 
Indian Companies Act (1936) — After a delay of nearly five yeais 
the Government of India decided to incoiporate special provisions 
relating to banking companies in their Indian Companies (Amend- 
ment) Bill, which became law in 1936 This course was adopted by 
^the Government m preference to a special Bank Act on the giound 


^ Bor an mstructive criticism of the pait played by the Reserve Bank ot India 
m the South Indian banking crisis and of its attitude towards the Travancore 
National and Quilon Bank see S K Muranjan, Modern Banking tn India, 
op 285-8 % % 

^ See CBR, ch xxv , also M L lannan, Regulation of Banks tn India 
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that there was no immediate prospect of legislation dealing solely 
with this subject being undei taken Moieover the majoi banks had 
already been dealt with partly in the Reserve Bank Act The recom- 
mendations of the Central Banking Enquiry Committee were con- 
sidered in diafting these new provisions, which are as follows 1 

(1) A banking company has been defined as one which caiiies 
on as Its piincipal business the accepting of deposits of money on 
current account or otheiwise, subject to withdrawal by cheque, draft 
or order notwithstanding that it engages in addition in any or all of 
ceitain specified foims of business, such as lending of money, discount- 
ing bills, buying 01 selling foreign exchange, granting letters of credit, 
receiving valuables foi safe custody, underwiiting and dealing in stock,, 
shares, debentures, etc , promoting 01 financing any business under 
taking thiough syndicates 01 otheiwise, undertaking and *execu ting 
trusts (11) The activities of such banking companies aie lestricted to* 
ordinal y banking transactions by lequirmg the Memorandum of As- 
sociation to make provision to this effect as a condition of legistration 
undei the Act (111) The employment of managing agents for the 
management of banking companies in futuie is piohibited (iv) Cei- 
tain minimum working capital before business is commenced is ensured 
by making necessary the issue of a certificate to the effect that w Dik- 
ing capital of Rs 50,000 has been obtained by the allotment of shaie 
capital (v) A banking company is not allowed to create any chaigc 
upon Its unpaid capital (vi) A Reseive Fund is made compulsoiy 
by j-equifmg a transfer out of the annual profits, before any dividend 
is declared, of a sum not less than so pei cent of such profits to the 
Reserve Fund until the Fund equals the paid-up capital (vii) A 
minimum Cash Reseive of 11/2 per cent of the time liabilities and 
5 per cent of the demand liabilities is to be maintained, and monthly 
statements of the amount so held and of the time and demand liabili 
ties are to be filed with the Registrar by banking companies other 
than scheduled baiiks (viii) A banking company is not allowed to- 
form 01 hold shares in any subsidiaiy company except a subsidiaiy 
company of its own formed foi the purpose of undertaking and exe- 
cuting tiusts, or for undertaking the admmistiation of estates, and 
for such purposes as are incidental to the business of accepting depo- 
sits (ix) Provision has been made for a moiatormm to save fiom 
liquidation a banking company m temporary difficulties by authouz- 
mg the Comt on the application of a banking company to stay pro 
ceedmgs against such a company, provided the application is accom- 
panied by a report made by the Registrar The latter is entitled foi 
the purpose to investigate the financial condition of the company at 
its cost 

Act XXII (an Act fuith^V to amend the Indian ComfQnies Act 1913, for 
certain purp^) of 1936, Part XA, section<? 2';yF to 277N 
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i ^21 Reserve Bank’s [proposals for an Indian Bank Act — While the 
new legislation marks a step forward m the dii action of regulating bank- 
ing in India, there is still a stiong case foi a separate Bank Act 
Certain pioposals were recently (November 1939) submitted to 
the Government by the Reserve Bank for comprehensive banking 
legislation The need foi such legislation was clearly indicated by 
the banking crisis in South India in June 1938, which exposed ceitain 
vital defects m the Indian banking system Moieovei, the definition 
of banking, as embodied in the Companies Act which was amended 
m 1936, has cieated consideiable difficulties of inteipretation paiticu- 
larly in lespect of smaller institutions desciibing themselves as banks 
and yet refusing to comply with statu toiy piovisions Fuither, these 
banks have a meagie capital structure, piepondeiance of time deposits 
among liabilities^ and inadequate fluid resources in the form of cash 
and gilt-edged secuiities As a result they are vulnerable to adverse 
conditions and are a positive danger to the ciedit s tincture of the 
country The enactment of a sepaiate Bank Act has become paiti- 
cularly necessary on account of the rapid growth, in recent years, »of 
banking resources and of the numbei of banks and branches 

The proposals of the Reserve Bank are based on the general prin- 
ciple that the primary objective must be to safeguard the interest of 
the depositor, and thus ensuie the economic development of the coun- 
try by promoting the banking habit They aim at establishing a 
network of properly run and financially sound banking institutions 
which will enable the Bank to co-oidmate the ciedit structure of the 
country and more fully utilize the powers of extending aedit provided 
by the Reserve Bank Act 

The mam features of the draft bank bill piepaied by the Reserve 
Bank may be summar ized as follows (1) It tries to achieve a simpler 
and more restricted definition of banking and banking companies 
than the one given m section syyF of the Indian Companies Act^ 
(11) The proposed draft bill seeks to ensuie that ^n institution calling 
Itself a bank has sufficient capital to enable it to operate on a scale 
laige enough to ensure a reasonable working profit, even if it confines 
Itself to proper banking business, and that banks with inadequate 
resources will not open branches in the larger towns where the needs 
of the public are already being reasonably well catered for The 
amended Companies Act (1936) is not quite satisfactory in this 
respect, first because it exempts bank^ then in existence from the pro- 
vision regarding a minimum capital of Rs 50,000, and secondly be- 

^ Especially during war-time 

* The difficulty of interpretation under the Companies Act (1936) is caused bv 
the words ‘principal business* If there was a separate Bank Act it would 
be possible to remodel the definition by defining banking as ‘accepting of deposits 
on current accou’^t or Otherwise subject to wi^idrawal by cheque’, and there- 
after saying that a banking company iRas a company^ which did banking business 
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cause the capital so preset ibed is too low As alieady stated, the non- 
scheduled banks are operating on too meagre a capital structure 
The position is still worse when banks with low capital open branches 
m large towns merely with a view to attracting deposits at a high rate 
of interest They spring up like mushrooms, wnth giandiose titles 
and prospectuses, and are liable to succumb to the slightest shock It 
is clear that the community must be piotected from this type of 
banking institution 

(ill) In ordei to stop the scandal of issuing prospectuses with 
a very large authorized capital and then commencing business irres 
pective of the amount subscribed or paid up in Older to gull the 
unwary, the bill lays down that the subsaibed capital shall not be 
less than 50 per cent of the authorized capital, and further that the 
paid-up capital shall not be less than 50 per cent of the silbscribecl 
capital The Central Banking Enquiry Committee had also made a 
similar recommendation 

(iv) The bill contemplates certain moderate restrictions on 
bank investments m ordei to protect the depositors of banks, and 
to that end prescribes that not less than 30 per cent of their time 
and demand liabilities shall be hel^ in the form of cash or unencum- 
bered approved securities This provision coupled with the existing 
provisions of the Companies Act relating to the reseive fund and cash 
reserve are intended^to prevent overtrading on the pait of such banks 

(v) The draft bill seeks to protect British Indian depositois 
in the case' of banks incorpoiated outside British India by requiring 
them to maintain 75 per cent of then British India liabilities in the 
form of assets in British India 

(vi) Piofitmg by the lecent banking crisis in South India, the 
Reserve Bank has suggested impoitant provisions in the bill for pio- 
viding for expediting and simplifying the liquidation proceedings so> 
that in the event of a bank failing the depositois may be paid off with 
minimum delay and htigation expenses 

It should be noted that the diaft bill letains some of the provi- 
sions relating to banking companies in the Indian Companies Act, 
such as those relating to the maintenance of minimum cash reserves 
and reseive funds, prohibition oi creating a charge on unpaid capital 
and of employing managing agents, lestrictions on the nature o£ 
subsidiary companies, etc Eveiy bank under the proposed Act will 
have to submit to the Reseive Bank on a fixed day m the year a 
return of the amount of its time and demand liabilities showing that 
Its assets were not lower than 75 per cent of its liabilities 

The draft bill exempts Co-operative Banks registered under the 
Co-operative Societies Act of igio or any Provincial Cooperative 
Societies Act 

The Resetve Bank ^excludes fiom the scope of the ba,nk bill 
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indigenous and private bankets for leasons already stated (see §5) 
If at a later stage, howevei, piactical proposals emerge, it is prepared 
to fit them into the proposed measure ^ 

522 Clearing houses — The system of ‘dealing houses’ was introduc 
ed m England towards the last quaiter of the eighteenth century It 
made possible the easy adjustment of countless cross daims without 
actual use of cash oi money The existence of this system explains 
to a large extent the phenomenal development of the cheque system 
in England and other countries Foi the gieatei success of this system, 
It IS necessaiy that one of the member banks of the clearing house 
should act as the settling bank or the ' bankers’ bank % the other banks 
keeping a balance with it so that the settlement of cross claims is ren 
dered more easy and complete 

The principal clearing houses in India are those of Calcutta, 
Bombay, Madras, Karachi, and Rangoon (befoie the separation of 
Buima on 1 April 19^7) Cleaung houses have also been established 
in Cawnpore, Lahore, Delhi, Simla, Ahmedabad and Colombo The 
Imperial Bank of India had m view the establishment of more clcar^- 
mg houses, namely at Amritsai, Rawalpindi and Peshawar At many 
places where there is no clearing house, a system is in \ogue of clearing 
accounts by giving cheques on the" Impeual Bank m payment of 
balances due between the banks in the place The Reserve Bank, 
the Imperial Bank, the exchange banks, the English banking and 
agency firms and the leading Indian joint stock banks are most of 
them members of dealing houses The Reserve Bank of I^dia acts 
as the settling 01 bankers’ bank A lepresentative of each memUei- 
bank attends the meeting of the clearing house on every business day 
at certain times Since the members have usually an account with the 
Reserve Bank, the final balance left ovei after the cancellation of 
cross claims is usually settled by cheques and book entries, thus dis- 
pensing with cash in any form Mr McDonald, the Managing Gover- 
noi of the Imperial Bank, suggested in his evidence before the Cen- 
tral Banking Committee that an Association of Clearing Banks should 
be incorporated It should have its own rules and manage every 
dealing house in detail , it should have its own bankeis, as should 
every member In India these functions were, until the establish- 
ment of the Reseive Bank of India, largely performed by the Imperial 
Bank There was thus confusion, and not infrequently other banks 
legarded their accounts with the Imperial Bank as being nothing more 
than a part of the clearing house and a means of settling their differ- 
ences in the clearing, and overlooked that in addition to the balance 
required to meet their clearing differences, then balances should 
have covered the work involved, as m the case of an ordinary 

^ For the pioposed Banking Companies '\ct i945t see Aippendix. C 
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constituent The dealing house 1 etui ns on the whole indicate a 
steady growth oi trade and banking, except for the period of the 
economic depiession The use of the cheque is still m its infancy, 
being piaciicdlly confined to the commercial towns Nevertheless, 
the cheque is gradually finding its way even into the mofussil areas, 
and the tendency has been especially maiked since the establishment 
of a numbei of branches by the Impenal Bank The cheques issued 
by the cooperative banks are also lamiliaiizing the public m the 
upcountiy distiicts with the new system 

To popularize and extend the clearing house system, moie faci- 
lities must be given for the clearing of cheques of piivate firms up- 
country, and the puvileges of the dealing house extended to registeied 
private banks of suitable status The use of cheques, although it is 
gi owing, IS far from being commensui ate with the vast size of the 
country and its population One of the hindrances to the growth of 
the system is widespiead illiteracy Besides, m order to write a 
cheque, a person must not only be literate but must also know English 
^his IS capable of being remedied if the joint-stock banks modif) 
some of their methods and make use of the Indian languages in then 
transactions, particulaily in iespe,ct of cheques, pass books and deposit 
receipts^ But the greatest hmdiance is the deficiency of banking 
facilities 

The following are some of the suggestions made by the Bombay 
Banking Enquiry Committee to popularize the use of cheques (1) 
Cheques #should be accepted in payment of land revenue, local rates 
anJ taxes , (11) the Impel lal Bank should revive the policy of charging 
low rates of exchange on up-country cheques , and (111) ]oint-stock 
banks and cooperative banks should allow moneys to be withdrawn 
from savings banks accounts by cheques ^ 

§28 Postal Savings Banks, etc — Government Savings Banks were 
established m the Presidency towns between 1833 and 1835 In 1817 
District Savings Banks were instituted in connexion with certain select 
district treasuries The Post Office Savings Banks were opened in all 
parts of India in 1882 and 1883, absorbed the District Savings 
Banks' business in 1886 and that of the Presidency Savings Banks in 
1896 The Govanment Savings Banks are, therefore, at present a 
department of the postal admmistiation The Government do not 
maintain any specific cash reseive to meet their deposit liabilities, 
which constitute therefore an unfunded debt used for capital expendi- 
ture The Postal Savings Banks provide the people of the middle and 
lower middle classes with a seeme means of depositing their small 
savings, for which the general balances of the Government constitute 

The abolition of the stamp duty on cheques has encouraged their use 

See Report of the Bombay Provincial Banking'^ Enquf^y Committee^ pars 
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a sufficient security Agricultural and industrial woikers appear to 
make a negligible use of these banks In 1914, the Government 
offered increased facilities to depositors by raising the limit of the 
amount of the annual and total deposits permissible to an individual 
depositor as well as by helping the depositois in their investments in 
Goveinment securities This resulted m attracting laige deposits, es- 
pecially because public confidence m private banks had been badly 
shaken on account of the bank failures of 1913 14 The war of 1914-18 
gave a temporary setback to Savings Banks deposits, but there was an 
improvement m the position in the postwar years, as can be seen 
from the table below 

The Growth of the Post Office Savings Banks Deposits 


Yeat 

No of Banks 
at the end 
of the year 

No of 
Depositois 

Total depQfit balances 
with the Government 
(in crores of 1 upees) 

1913-14 

9,824 

1,639,000 

23 16 

1914-15 

10,161 

1,644,074 

14 89 

1918-19 

'0,587 

1,677,407 

18 82 

1923-4 

10,535 

2,039,314 

24 78 

1925-6 

11,162 

2,3^7,390 

27 23 

1928-9 

12,684 

2,020,832 

34 49 

1 930-1 

12,846 

2,477,613 

37 02 

1932-3 

12,690 ' 

2,736,645 

43 45 

1933-4 

12,677 

3,089,267 

52 23 

'935-6 

12,926 

3,54',553 

67 25 

'937-8' 

12,631 

3,786,495 

77 56 
♦ 


The amount of deposits during the period before the war of 
1914-18 has been exceeded since 192s 3 (when it was Rs 23 19 crores), 
though the position is less satisfactory than it looks if we consider 
the peiiod which saw a fall m the purchasing powei of the rupee 
The deposit balances m recent years have shown a large increase—a 
result attributed to the investment of part of^the proceeds of the 
sales of gold As m the case of she last war, withdrawals in Septem- 
ber 1939. when the present war was declared, were very heavy ana 
amounted to Rs y 95 croies But with the revival of confidence 
there was an improvement in subsequent months 

There is a considerable scope for the expansion of Post Office 
Savings Banks, seeing that there were in 1937-8 only 12,631 Savings 
Banks for nearly five lakhs of villages in British India, which shows 
that m the case of a vast number of villages the nearest Savings 

^ The Post Offi.ce Savings Banks deposits amounted to Rs 81 94 and 78 38' 
crores (exclusive of Burma) on 31 March 1938 and 1939, respectively The figure 
for 1943*4 IS Rs 64 24 crores See StaUstical Abstract for Brtttsh India (1937-8), 
Table No 235 and Report on Currency and Finance (1939-40), statement xvui, and 
('943-4), P 90 

11—25 



JianK IS several miies awa-y, iud.Kmg it iiicuAivv-iiicut for the 

village folk to deposit their savings there Recently (1941) the Post 
Offices have offered to receive special Defence Savings deposits at a 
higher rate of interest 

In recent years theie have been several forms of investment open 
to the public which have come into competition with the Post Office 
Savings Banks For example, the War Loans during the war of 
1914 18 (and to some extent during the present war) atti acted many 
people who would otheiwise have deposited their money with the 
Post Office Savings Banks Other competitors are the co operative 
credit societies, the Imperial Bank and the exchange and joint-stock 
banks 

Among the suggestions made foi making the Post Office Savings 
Banks more popular are the following (1) a higher rate of interest 
on deposits^ more m couespondence with lates obtainable elsewhere , 
(11) a further lelaxation of the lestriction of the amount deposited 
annually and the limit on balances, subject to suitable precautions 
regarding sudden withdrawals (111) the acceptance of deposits in 
the form of cheques and also the allowing of withdrawals by means of 
cheques , (iv) propaganda for opening new Savings Banks offices 

The Post Office comes into contact with the savings of the people 
in another way, namely through Cash Certificates These certificates 
are issued m amounts of Rs 10 or multiples of Rs 10, Rs 10,000 
being the maximum limit for the face value of the total holdings by 
one person They are payable aftei 5 years from the date of purchase 
and ^re is'Sued at a discount, full interest, 1 e face value, being pay- 
able only at the end of five yeais Since the time of the war of 1914-18 
a Government Loan blanch has also usually been tacked on to the 
Post Office As regards the Post Office Cash Certificates the system is 
capable of being extended and furthei popularized so as to make it 
finance a considerable portion of the provincial capital expenditure 
In 1930 1 the amount of the Postal Cash Ceitificates outstanding was 
Rs 38 44 cjroies, whereas it was only Rs 13 12 crores in 1924-5 and 
Rs 8 88 crores m 1917 18, when the system was first introduced Piior 
to 1934 5 the amount of Cash Certificates outstanding greatly increased, 
being Rs 65 96 crores on 31 Maich 1935 This result has been attii- 
buted partly to higher rates of interest prior to 1934 5 during which 
year the yield was reduced twice m conformity with the lower yields 
of gilt-edged securities and partly to the sale of gold at high puces 
and the investment of the proceeds in Cash Certificates With the 

The amount that can be deposited into an account in a single year is 
limited to Rs 750 and the total balance to Rs 5 j 000 The minimum amount 
that can be deposited at any time is four annas, withdiawal being permitted 
only once a week The rate of interest was reduced from 3 per cent to 2I 
per cent m 1933, ^ in 1936 and to per cent^r^n 1938 
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lowering of interest lates, there set in a tendency towards a decline 
in the value of new certificates, which was to some extent counteracted 
by a reduction in the interest late on Post Office Savings Bank Deposits 
since December 1938 The total value of Cash Certificates outstand- 
ing on 31 March 1939 was Rs 59 57 crores (excluding Rs o 59 
crores in Burma) On the outbreak of the wai in September 1939 
repayments duiing that month were very large At the same time 
sales of Cash Ceitificates showed a sharp decline With the return 
of confidence the situation showed an impiovement especially in 
respect of repayments The total value pf outstanding Cash Ceitificates 
amounted to Rs 34 64 crores in 1943 4 the whole the system of 
Cash Certificates has abundantly justified itself It is desirable how- 
ever to avoid unfair competition with banks and bankers, by suitably 
adjusting the yield on Cash Ceitificates, the piesent yield on which is 
^ 1/2 t:ent compound interest Also in order to meet the grievance 
that there is at present too great a diveision of funds outside the dis- 
tricts, some of the money collected thiough post offices may be placed 
at the disposal of co operative societies, or advanced as takkavi,''to 
individuals 

Ten-year Defence Savings Certificates were introduced xn 1940 
(ampunt outstanding m 1943-4 was Rs 6 97 crores) but were replaced 
by Twelve-year National Savings Certificates from 1 October 1943 
(amount outstanding in 1943-4 was Rs 8 65 crores) The Defence 
Savings Bank staited operations from 1 Apiil 1941 and deposits 
amounted to Rs 3 98 crores in 1943 4 

§24 Effects of the war of 1914-18 on Indian banking. — One of* the 
effects of the last war on Indian banking was a remaikable increase 
in bank deposits The total bank deposits of all the banks (the 
Presidency Banks, joint-stock banks and the exchange banksV^ 
amounted to Rs 97 51 crores in 1913 and Rs 1,63 62 crores m 1918 

The large wai profits made by some of the industries, like the 
cotton mill and jute-mill industries, naturally increased the cash depo 
sited with the banks In addition the banks gave credit, -both to the 
Government and private individuals and bodies, in connexion wita 
the issue of and investment in War Loans and Treasury Bills The 
banks gave credit to the Government by themselves subsciibmg to 
the War Loans and the Treasury Bills, and the Government diew 
upon this credit by issuing cheques on the banks to its creditors from 
whom heavy purchases of wai mateiials, etc , had been made These 
cheques weie in then turn earned to their accounts at the banks by 
the Government's creditors The banks thus found that their deposits 
mci eased by the amount of their subsciiption to the Government 

^ In the case of the exchange banks, only the deposits in India are taken into 
account 
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loans The banks helped private persons and bodies to invest m 
War Loans and Tieasury Bills by opening deposit accounts with 
them Thus both these sets of causes served to mciease enoimousiy 
the total amount of the deposits 

Anothei effect of the war was the worsening of the pie-wai situa- 
tion as regards the smallness of the capital of the banks in relation 
to the business transacted This was due to the excessive anxiety of 
the banks to make largei and ever largei net profits by as rapid a 
turnovei of their capital as possible 

Further, the war witnessed a very considerable giowth m the 
cash reserves of the banks, partly owing to the inciease in the depo^iis 
and partly to the necessity felt by the banks to maintain stronger 
leseives as a safety measuie under the abnormal wai conditions and 
as a result of the banking crisis of 1913-14, the memory of which was 
still flesh and vivid There was also a considerable increase in the 
investments of the banks, partly owing to the great activity of the 
export trade, but primarily as a lesult of the banks’ investments m 
Wfir Loans and Treasury Bills The war brought highei dividends, 
tighter money and high bank rates, and a great increase in the 
amounts of cheques cleared Lastly, the expeiiences of the war im 
parted greater urgency than ever^to the question of a central bank, 
the need for which had already been clearly indicated by the aisi-^ 
of 

§25 Characteristics and deficiencies of the Indian money market — 
The money maiket in India exhibits several characteristics and defi 
cien«ies, some of which are reviewed below In the first place, as 
previously pointed out, the money market in India is divided into 
several segments which are loosely correlated to each other Each 
sectional agency such as the Imperial Bank, the exchange banks, the 
jOint-stock banks, the cooperative banks, the indigenous bankers, 
etc , limits Itself to a particulai class of business and remains virtually 
independent in its own sphere ^ The relations between the various 
members of the money maiket are ciot very happy Thus the joint- 
stock banks are jealous of the piivileged position of the Imperial Bank, 
which until the establishment of the Reseive Bank perfoimed to a 
limited degiee the functions of a central bank The exchange banks 
occupy a veiy strong position, and complaints aie often heaid that 
they are encroaching on the piovmce of the joint stock banks Befoie 
their inclusion in the list of scheduled banks they were not amenable 
to any law or authority in India The link between the co operative 
and other banks is also veiy loose But the most serious cleavage 

^ The effects of the present war (1939-^) on Indian banking aie reviewed 
later in the chapter (see §53) 

This criticism applies specially m the period before the establishment of the 
Reserve Bank « ^ r 
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exists, as already shown, between organized banking institutions and 
indigenous banking Even the latter or the bazaar part of the money 
market is not one compact entity, but is further subdivided, as, for 
example, m Bombay where there are separate Gujarati, Marwari and 
Multani bazaars, each with its own late of interest The absence of 
a genuine central bank until April 1935 aggravated the separatist 
and centrifugal tendencies , and although the Reserve Bank 
of India has already commenced work no revolutionary changes can 
be expected in the neai future Eiistly, because the relation of the 
Reseive Bank to indigenous bankers has not yet been settled , and 
secondly because befoie a well-organized and close-knit money market 
is bi ought into existence a certain amount of time must necessarily 
elapse, in ordei that the influence of the new central banking struc- 
ture, imperfect as it is, should permeate the credit oigamzation of the 
country ^ 

^26 Confusion and chaos of money rates — An inevitable result of 
the sectional organization of the money market in India is the con- 
fusion and chaos of the money rates The Central Banking Enquuy 
Committee cannot be said to be guilty of exaggeration when they 
say * The fact that a call rate^ of % per cent, a hundi late^ of 3 per 
cent, a bank rate^ of 4* pei cent, a Bombay bazaar rate^ for bills of 
small traders of 6^ pei cent and a Calcutta bazaar rate for bills of 
small tiaders of 10 per cent can exist simultaneously indicates an 
extraordinary sluggishness m the movement of credit between the 
various markets ’ ^ This presents a marked contrast witfi. the* close 
relation between the various money rates in the London money 
market, all of which depend ultimately on the bank rate and promptly 
adjust themselves to changes in that rate The old bank rate charged 
by the Imperial Bank, though quoted in financial journals along with 

^ Another defect of the Indian money market before the inauguration of 
the Reserve Bank of India was the dual control ovc\ the money market by 
the Government, which was the cul-rency authority, and the Imperial Bank, 
which was the credit controlling agency to a limited degree Further the Govern- 
ment dominated the money market by their currency and financial opeiations 
I he inauguration of the Reserve Bank, which is both the currency and credit 
controlling authority, has removed these two defects 

^ The call or call money rate refers to the interest rate charged on surplus 
money seeking employment for a possibly minimum period of 24 hours 

^ Ihe (Imperial Bank) hundt rate is the rate at which the Imperial Bank will 
discount first-class three months’ bills 

^ The bank late (old) refers to the rate at which the Imperial Bank, before 
the establishment of the Reserve Bank of India, was prepared to grant demand 
loans against Government securities This is now known as the advance rate 
ot the Imperial Bank The basts of the bank rate as now quoted by the 
Reseive Bank is explained in §49 below 

* The bazaar are those at which th^ bills Qiundts) of small traders 

are discounted 1^ the shroffs at Calcutta and Bombay 
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the bank rates o£ the central banks of other countries, had a different 
and limited significance Wheieas iht rates of the central banks 
usually denote the rates at which first-class tiade bills can be dis 
counted at the central bank, the Imperial Bank rate was not a dis- 
count rate but a loan rate The divided contiol over cuirency by 
the Government and credit by the Imperial Bank befoie the inaugu- 
ration of the Reserve Bank made the confusion of lates woise con- 
founded Anothei characteristic of the money rates m India is the 
perceptible disparity in respect of them at the two principal centre^, 
Bombay and Calcutta, leading to fluctuations in the prices of secun- 
ties anb leactions on tiade movements This is brought out by the 
table of money rates below 


Indian Mo7-iey Rates per cenf^ 


On I St of 

• 

Bank Rate 

Call Money Rate 

Imperial 
Bank Hundt 
Rate 

Bazaar Bill Rate 

Calcutta 

Bombay 

Calcutta 
(Range) | 

Bombay 

April 1939 

3 

2 


3 

6-7 

si 

May 

3 

2 

2 

3 

6-7 

St 

June 

3 


1 

3 

6-7 

Si 

July ,, 

3 

3 


3 

6-7 

3 ^ 

August ,, 

3 

1 

1 

i 

3 

6-7 

Si 

Sept 

3 

1 

? 


3 

6-7 

6 

Oct ,, 

3 

1 

1 

3 

6-7 

Si 

Nov ,, 

3 

i 


3^ 

6-7 

St 

Dec . M ^ 

3 

I 


3^ 

6-7 

6^ 

Jan 1943 

3 

1 


3 

6-7 

St 

Feb ,, 

3 

i 


3 

6-7 

Si 

March „ 

3 

1 

j 

i 

3 

6-7 

Si 


We may now consider further the question of the i elation be 
tw^een the old (Imperial) bank rate and the bazaar hundi rates 

We have already remarked that the indigenous banker finances 
the movemept of crops duimg the hiiisy season largely fiom his own 
resources He is, however, ultimately dependent upon the Impel lal 
and the other joint stock banks for the additional funds he requires 
Therefore in times of stringency the bazaar late for first-class hundis 
follows the Imperial Bank rate As we have seen, the shioffs who 
do the hundi discounting business charge higher rates than the bank 
rate, profiting by the difference between the two rates Towards the 
beginning of the slack season the bank late is generally higher th^n 
the hundi rate When money is easy the correspondence between the 
two rates is less close than when it is tight, and the shroffs may dis 
legard the bank rate and may underquote the bank ^ It should be 

^ See Report on Currency andRtnance (1939-40), Statej^nent xxix, and (1943-4), 
Statement xxiii * , ^ 
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noted in connexion with the absence o£ complete harmony between 
the two rates that the shroHs scarcely ever discount European paper 
and do not purchase foreign or sterling bills ' Neither do they lend 
money on Government paper or similar securities, but confine then 
advances to the discount of hundis, to loans to cultivators and against 
gold or silver bullion' The banks do not compete with the shioffs 
for the purchase of traders' hundts and theiefore there is often little 
appaient relation between the shroff's rate and the bank rate The 
shroff's reliance on banking funds is not sufficiently continuous or 
sufficiently great for the two rales to be closely similar The opera- 
tions of the shroffs still he to a great extent outside the banking 
system of the country 

The natural link between the Indian money market or the 
bazaar, and the market controlled by banking institutions of the 
European type would be * a steady supply of trade bills endorsed by 
reliable firms or discount houses which are in touch with both mar- 
kets and are able to meet the needs at one end of the merchant who 
prefers the elastic methods of bazaar finance, and to take advantage 
at the other end of entry into the central money and discount mar- 
kets ' (CBJR,58 i) 

The levelling down of the various money rates must be a matter 
of slow growth and development * The ultimate ideal must be the 
mobilization of the whole of the floating resources of the country 
into one large pool, into which bills can find their way with as little 
delay and with the intervention of as few intermediaries as possible 
The inauguration of the Reserve Bank and the expectation that it 
will proiAOte the establishment of a bill market in India gives rise 
to the hope that the Bank will put an end to the chaos of money rates 
and exercise contiol over the various money lates prevailing in the 
money market (see §§28 9 below) 

^27 Seasonal monetary stringency —Another striking characteristic 
(incidentally referred to above) t)f the money market in India is the 
seasonal monetary stringency and high money rates during a part of 
the year The year in India is divided into two more or less distinct 
periods (1) November to June, which is the period of the busy 
season when money is 1 equired to move the ci ops from the up country 
districts to the port towns and internal centres of consumption, and 
(11) fiom July to October, which is the period of the slack season 
when the money returns to the financial centies in payment for 
bullion 01 othei commodities There aie wide fluctuations of the 
money rates from one period of the yeai to another, and the spread 
between the maximum bank rate dm mg the busy season and the 
minimum during the slack season is ver'j^ striking For instance, the 

^ C B K , 581 
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highest bank rate m the year 1934 was 9 and the lowest 4, correspond- 
ing figures for 1928 being 7 and 5, for 1929, 8 and 5, for 1930, 7 and 
5 Dm mg the years of depiession the bank rate remained at a com- 
paratively lower level and without any change during the whole year, 
for example, during 1933 4 and 1934-5 the bank rate remained un- 
changed at 3 14 This may be attributed to the general slack- 

ness in the tiade demand, the prevailing low level of commodity 
prices, the release of fiozen credit wrought by the sale of gold, and 
to some extent the feeling of ease caused by expansion of currency 
The Reserve Bank of India was compelled to i educe the bank rate 
to 3 per cent with effect from 38 November 1935 under pressuie of 
easy conditions and weight of money awaiting investment It has 
since remained unaltered, in spite of the disturbing conditions created 
by the outbreak of the war in Septembei 1939, thanks to the new 
technique of financing the war ^ 

The bank rate^ varies with the intensity of the demand for money, 
wlyich again depends upon the nature of the harvest, the briskness 
of the demand for the great staples of agriculture (cotton, jute, wheat, 
rice, etc), especially for export purposes, and the range of prices 
prevalent for them We have already seen how the crops are financed 
m the eaiher stages by the indigenous bankers and how a consider- 
able volume of business is thus brought by them to the Imperial 
and other banks who discount and rediscount the shroffs^ hundis 
The demand for moving the crops^ occasions a seasonal stringency m 
the paone^ market, further emphasized by the great demand for 
currency which comes at the same time in connexion with holidays, 
marriage ceiemonies, etc But apart from these causes accounting 
for seasonal stringency, there were other factors responsible for the 
normal high money rates in India before the economic depression 
We have already spoken about the part which the Reserve Treasuries 
played in causing monetary stringency The transfer of large cash 
balances to the Imperial Bank (no^ to the Reserve Bank) brought 
some relief to the money market The Government monopoly of 
note-issue and its divorce from banking, until its transfer to the 
Reserve Bank of India in 1935, was responsible for a maladjustment 
between the supply of and demand for money A limited degree of 

^ For further particulars rcgaiding the effect of the war on money lates 11? 
India see §60 

^ The old Imperial Bank rate varied inversely with the Government cash 
balances, which get depleted during the busy season, and begin to swell during 
the slack season 

^ In connexion with the movement of crops during the busy season the 
following five methods of inland remittance may be distinguished (1) remittance 
by hundis or cheques, (ii) transfers through tke Reserve and Imperial Banks, 
(in) transfers through the Gov|rnraent treasuries , (iv)* trans&rs of rupees by 
rail or road , and (v) remittances through the Post Office See Report on Currency 
and finance (1943-4), staterSent :^xyn for internal remittance statistics 
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elasticity was imparted to the note issue by the provision for the 
seasonal issue of curiency up to Rs 12 croxes against inland bills of 
exchange, under the Paper Currency Act of 1923 ^ The monetary 
stiingency was also attiibuted to the heavy borrowings of the Govern- 
ment m the money market since the war of 1914 18 which prevented 
the Imperial Bank from collecting sufficient surplus cash, and thus 
the money rates lemained unduly high The exchange policy of the 
Government, involving deflation or refusal to allow the noimal in- 
crease in curiency, also added to the monetary stringency fiom time 
to time But from the nature of the case this cause comes into opeia- 
tion only occasionally On the other hand, the purchase of sterling 
in India, arrangements for cheap inland remittances, and the starting 
of additional branches by the Imperial and other banks, have had the 
effect of lowering to some extent the pitch of money rates during the 
busy season However, the noimal rate for money in India is still 
far too high and acts as a discouiagement to business activity A 
fundamental reason foi the high rate is the scaicity of capital, whith 
is the direct result of the gieat poveity of the people The income of 
the great majoiity of the people is so small that any saving is scarcely 
possible for them Anothei leason'^is that a considerable amount of 
potential capital takes the form of hoards, which lie idle and sterile 
in the absence of adequate banking facilities to attract them into pro- 
fitable investment These delects pointed to the need for a central 
banking agency which could spiead the available resources moie 
evenly over the different pai ts of the country and the different seasons 
of the year Now that the Reseive Bank has been established, it is 
expected that the supply of additional note currency against eligible 
commercial paper will be facilitated and the question of penal rates 
of inteiest will not arise piovided that the scarcity of genuine com- 
meicial bills (papei) against which additional note cuirency can be 
issued can be overcome ^ 

§28 Lack of a bill market — A well-organized bill market is an in- 
dispensable adjunct of an efficient money market and is essential for 
the smooth woiking of the ciedit mechanism It is also necessary for 
linking up the various credit agencies ultimately and effectively to 
the central bank of a country The present situation in India in this 
lespect IS most unsatisfactory Inadequate development of the bill 
market is a weakness of the Indian banking system, and prejudicially 
affects the supply of credit For instance, one of the difficulties m 
the way of the Reserve Bank of India making advances to scheduled 
banks (see §§40 and 45) is that the latter do not hold a sufficient 
quantity of rediscountable assets This is not due to a lack of know- 
ledge regarding^he utility of the trade hi]^ or unwillingness to make 

* ^ See ch vn above ^ 
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use of It Hundts, which are the analogue of the Western bill of 
exchange, have been in use in this country from the twelfth century 
onwards, if not earlier The scarcity of bills, which is clearly brought 
out by the veiy small proportion of their assets devoted to the pur- 
chase of bills by banks in India, may be attributed to the following 
reasons ^ (i) In the first place, banks in India have to maintain a 
strongei liquid position than in Western countries, and therefore, a 
lelativeiy large portion of their assets is locked up in gilt-edged secu- 
rities-a practice favouied so far by the atti active yield of Government 
securities (ii) Secondly, before the inauguration of the Reserve Banx 
of India in April 1935 banks were not inclined to discount their bills 
with the Imperial Bank of India, as this was considered to be a sign 
of weakness by the market (111) Joint stock banks preferred taking 
loans from the Imperial Bank on Government securities to offering 
bills for lediscounting because the latter was itself a competing com- 
mercial bank and no bank would like to give away the secrets of its 
biTl portfolio to a rival bank Moreover, since the Imperial Bank 
discounted only bills approved by it at its discretion and did not 
lay down any standards m this Respect, the jomt-stock banks could 
not depend upon bills brought in by their customers (iv) Another 
obstacle m the way of the development of a bill maiket in India is 
the defective grounding of the bazaar hundi, which is not readily 
acceptable to banks, who aie at present compelled to insist on the 
personal security of the endorsing shroff, if he happens to be on the 
bani^^s list of approved shroffs It is not clear on the face of a bazaar 
hundi whether it is a puie finance bill 01 a genuine trade bill, since 
it is not always accompanied by documents like sale contracts, invoices, 
documents of title, etc , whereby the bill could be supported and 
connected with a particular lot of goods or produce Other difficul- 
ties in the way of the free use of hundts aie the baffling variety of 
languages in which fhe hundts are drawn, diversity of customs regard- 
ing days of grace, etc , widespread illiteracy of the masses, the heavy 
stamp duty on mudaii hundts (usance bills), etc (v) Another factoi 
which prevents free development of the bill maiket m India is the 
system of cash credits which is greatly m vogue in inland trade finance 
in India It offers certain advantages both to the lender and the 
borrower For instance, the bonower has to pay interest on cash 
credit only to the extent that ci edits aie used, and the bank can 
withdraw credit in the event of deterioration of the borrower's posi 
tion On the othei hand there aie certain advantages of bills, viz 
liquidity to banks and the boi rower s certainty of a definite amount 
of credit during the period of currency The use of bills may be 

n * ^ 

^ For a detailed discussion of this problem see C B R , chapter on The 

BanLincf Slvcfism 
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expected to be more popular, provided the banks take the initiative 
in the matter 

§29 Measures to promote a bill market — The Central Banking 
Enquiry Committee have suggested various measures for the develop- 
ment of a bill market in India {C B R y 593 ) (1) The Reseive Bank 
of India should be prepared to buy or rediscount at its published 
rate—which should be the minimum rate— fiist class trade bills and 
promissory notes aiising out of bona fide commercial tiansactions and 
should at its discretion charge higher rates for demand loans against 
authorized secuiities The joint stock banks need not look upon 
the Reserve Bank as their rival and may be expected to avail them- 
selves fully of the facilities of rediscounting commeicial paper offered 
by It It may be added that the Reserve Bank is authorized to 
discount eligible commeicial paper, although so far it has not met 
with much success in stimulating the development of a bill market 
for India (11) Discounting charges should be reduced so as to facili- 
tate use of bills, and a clearing house for bills should be established 
in all provincial capitals in order to secure charging one commission 
only (ill) Warehouses should be established in various parts of India 
to encourage the use of bills, as thi^ would tend to replace the puie 
finance (or accommodation) bills diawn by merchants and shroffs by 
documentary bills which would be readily discounted by banks (iv) 
Until recently the high late (18 pies per cent) of stamp duty on usance 
bills seiiously militated against their gi eater use Complete aboli- 
tion 01 appreciable 1 eduction of this duty was strongly recommended 
by the Central Banking Enquiry Committee On the recommenda 
lion of the Reserve Bank of India, the stamp duty was reduced, with 
effect fiom 13 January 1940, to two annas for every one thousand 
rupees or part theieof, of the amount of usance bills payable not 
more than one year after date or sight ^ (v) The Post Offices should 
stock printed bill forms in English and Indian languages in parallel 
The noting of dishonour and protest by recognized associations of 
banks, shroffs and mei chants should be validated to save inconvenience 
and tiouble to the owner of the instrument The customs governing 
hundis should be standardized with a view to promoting then circula- 
tion Legislation may be resoited to, if necessary (vi) Banks should 
take the initiative in creating bank acceptances,^ which would be 
more readily negotiable than ordinary trade bills The Reserve Bank 
is actively investigating the possibility of creating a bill maiket 
by encouraging the formation of acceptance houses (vii) A discount 
market should be established by the adoption of bill-bioking as an 

^ See Aimuul Report of the Reserve Banh of India (1939), p 32 
A banker’s ac^ptanc<» is a bill which the b^nk, under a piior arrangement 
with the purchaser of goods on credit, agiees to accept, the bill being diawn 
by the seller of goods _ j 
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integral part of the indigenous bankers’ business and by the formation 
of discount houses under the aegis of the Reserve Bank by these 
bankers and their wealthy depositois 1 (vin) The use of bills should 
be extended in respect of advances granted to the ryots for the grow- 
ing of crops, in financing the marketing of crops, financing of village 
bankers by shroffs, financing of the movement of goods fiom the poit 
town to the interior, and finally in the financing of the foreign tiade 
of the country 

Experience in the United States shows that the founding of 
a centiai banking organization is followed by the development of a 
bill market One may expect a similai result here now that the 
Reserve Bank is established and is authoiized to purchase, sell 
and lediscount bills of exchange (including rupee import bills) and 
promissoiy notes endorsed by a scheduled bank or a provincial co- 
opeiative bank, and to issue notes against the cover of such eligible 
paper in the busy season (See also §40 ) 

^^0 Utility of central banks — The International Financial Confer- 
ence which met at Brussels in 1920 passed a resolution that * in coun- 
tries where there is no central bank of issue, one should be established ’ 
Underlying this lesolution is the* idea that there is a close connexion 
between the maintenance of financial stability and a central bankings 
oigamzation The advice embodied in this resolution has in the last 
few years been widely followed m European countries and the United 
States, tiH lately the home of decentralized banking ^ In India the 
opimon had been gaming ground for a long time that a central bank 
was essential m the countiy for various reasons By the force of cir- 
cumstances the Government had come to take upon themselves impor- 
tant functions, such as note-issue, management of cash balances, regu- 
lation of foreign exchanges, etc , and it was felt that these functions, 
were best perfoimed by a central bank Again, it was a great source 
of weakness that tljese functions should be divorced fiom banking 
proper This divoice led to the keeping of two distinct leserve* 
namely. Government’s reserves and bankeis^ reserves, with ill defined 
relations between the two, and it made the monetary system highly 
inelastic The absence of a central banking authority furthei led! 
to a general lack of direction in the banking policy of the country 
Though there was the ' multiple reserve ’ system in theory, that is to 
say, the various banks kept their own reseives, m practice these 
reserves were hardly adequate, and the dangei was that in a crisis 
everyone would count upon everyone else The bank failures of 
1913-14 added to the strength of this argument Other advantages 
of a central bank would be a moderation of the wide fluctuations of 


^ See Draft Scheme of the Reserve Bank of India, for 
Bankers (26 August 1937) ^ 

^ See Kiscji and Elkin^ Central Banks, p 2 
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the bank late and mitigation of its noimal high level through an en- 
largement and CO ordination of the banking resources of the country 
The cential bank would also provide adequate rediscount facilities, 
so that the othei banks would be in a position easily to liquefy their 
assets, a facility which would increase their ciedit A cential bank 
would fuithei take over from Government officials the responsibility 
for a variety of financial and semi-financial duties for the discharge 
of which they weie ill equipped The absence of expert advice and 
experience in India has resulted in the centre of power in financial 
matters being shifted to the India Office and the India Council, which, 
however, were not adequately in touch with conditions in India The 
central bank would get ovei this difficulty by providing tiainecl ex- 
perience and advice on the spot, and it would also be useful as a buffer 
between the Secretary of State and public criticism The manipula- 
tion of the discount rate so as maintain currency stability is a function 
which falls peculiarly within the sphere of a central bank, which is 
further calculated to help a fuller, wider, and more effective use of 
the Government balances for commercial and industrial pui poses 
A central bank would also extend banking facilities by helping tfie 
smaller banks and arianging for a continuous reduction of remittance 
charges fiom one part of the country to anothei, to the great benefit 
of the commeicial community Anothei advantage is that the central 
bank would be an instrument foi the wider diffusion of sound and 
reliable banking practice Lastly, the maintenance of the stability of 
the pui chasing power of money is being increasingly recognized to 
be a world problem i equirmg the co opei ation of the prin0!ij:>al coun- 
tries of the woild This co-operation would be best attained if each 
country equipped itself with an efficient central bank i 
§31 History of the iproposal — The idea of a central bank for India 
IS more than a century old ^ As early as 1836, a large body of mer- 
chants interested in the East Indies submitted to the Court of Diiec- 
tors a project foi a great banking establishment for British India 
The basis of the Bank of Bengal, it was urged,'’ was too narrow for 
such a customer as the Government The definite establishment of 
the three Presidency Banks put an end to the idea of turning the 
Bank of Bengal into a Bank of India The scheme of constituting 
an all India bank by the amalgamation of the Presidency Banks came 
to the front for the first time in 1867, when it was proposed by Mr 
Dickson, the Secretary and Treasurer of the Bank of Bengal No 
practical results, however, followed Between 1898 and 1912 there 
was desultory discussion of the question Mr J M Keynes, a mem- 

^ See Kisch and Elkin, op cit , pp 3-5 

^ For a detailed history of all the proposals for general or state banks m 
India from 1773 onwards, see O P Gupta, Central Banhtng m Indta (i 775 " 
‘ 934 ) *' % 



ber of the Chambeilain Commission, prepared an elaborate scheme foi 
a central bank m collaboration with another membei, Sir Ernest 
Cable The essential features of this scheme were later incorpoiated 
m the Impenal Bank Act of igso, which came into effect from 
27 January 1921 

§32 Formation of the Imperial Bank — The amalgamation of the 
three Presidency Banks seemed to be the only piacticable basis for 
the creation of a central bank The three Piesidency Banks were 
taken over by the Imperial Bank as ‘ going concerns ’ with all their 
assets and liabilities There was no provision fixing the location of 
the general head office The Central Board was to meet at least once 
every year at every local head office The capital basis of the Bank 
was widened by providing for a capital and reserve of Rs 15 crores 
as against Rs 7 crores which was the capital of the old three 
Presidency Banks put together 

The Imperial Bank is thus a private corporation like the Bank 
of England or the Bank of Fiance, but it was until the recent (1935) 

establishment of the Reserve Bank of India also a State Bank in the 

«• 

restricted sense that it was specially created by a specific Act of the 
Indian Legislature and was assisted, controlled and supervised by the 
Indian Government within certam limits The chief difference be- 
tween the Imperial Bank and the Banks of England and Fiance was 
in regard to its very limited functions as a State Bank 
§33 Constitution of the Imperial Bank —The control of the Imperial 
Bank was entrusted to a Central Boaid of Governors with local 
boards at Calcutta, Bombay and Madras Two Managing Governors 
weie appointed by the Govcrnoi-Geneial-in Council on the recom- 
mendation of the Central Board The same authority nominated the 
Controller of Currency on the Central Board to be the guardian of 
the financial interests of the Government The Governor-General-m- 
Council was entitled to issue instructions to the bank in respect of any 
matter which in his opinion vitally affected the financial policy or the 
safety of the Governtxient balances The duties of the Central Board 
weie to deal with matters of geneial policy, to exeicise general powers 
of control over the local boards, to determine the distribution of funds 
and the fixation of the bank rate (which is now called the advance 
late), and to be responsible for the weekly publication of the bank’s 
accounts The local boaids on the other hand dealt with the ordinary 
day-today business in their lespective teiri tones For the current 

geneial (central) management there was a smaller working body con- 
sisting of thtee membei s of the Central Board, of whom one was the 
Conti oiler of Currency A novel featuie was that the bank was allowed 
by the Act to establish a London office It was not, however, per- 
mitted to deal directly with the public m foreign exchange, though 
It might transact business m London on behalf qf the^Indian Govern- 
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merit, including the Secietary of State, public bodies, other banks and 
the old customers ol the Presidency Banks 

§34 Functions of the Imperial Bank — The Act of 1920 followed the 
old Presidency Banks Act of 1876 in deiining absolutely the class of 
business 111 which the bank might engage, though the old restrictions 
were modified in some minoi points, especially m regard to certain 
limited poweis of access to the London money market and dealing 
in foreign exchange 

The functions allowed to the bank were (1) investments m cer- 
tain specified securities of the Government of India and United King- 
dom, Poit Trust Bonds, certain Municipal Corporation Bonds and 
those of State aided railways and of Distiict Boards, (11) advancing 
money against any of the above secuiities, (111) advancing money 
against accepted bills of exchange and promissory notes, against goods 
01 documents of title thereto deposited with oi assigned to the bank , 
(iv) di awing, accepting, discounting and selling bills of exchange and 
other negotiable securities payable in India or Ceylon , and, subject 
to the diiection of the Governor-General m-Council, the discounting, 
buying and selling of bills of exchange payable outside India for, from 
01 to such banks as may be approved The bank was allowed to draw 
bills of exchange and grant letters of^ciedit for the use of parties whose 
estates weie being administer ed by the bank and also for private 
constituents or customers for bona fide personal needs , (v) borrowing 
funds in India and receiving deposits, leceivmg securities £01 safe 
custody and collecting interest thereupon, buying and selling gold and 
silver, etc , (v^) the London office was allowed to borrow ^money m 
England for the purpose of the bank's business upon the security of 
the bankas assets, but was not to open cash ci edits, keep cash accounts 
or 1 eccive deposits in London except from the former customei s of the 
Piesidency Banks The Act piovided for an agreement between the 
bank and the Secietary of State for India to last foi ten years, being 
teiminable thereaftei after one year's notice 

§35 Functions as a public institution — The functions of the Imperial 
Bank as a Government bank were as follows 

(1) The bank undertook all the general banking business of the 
Indian Government, and accepted payments and made disbursements 
for the Govei nment It held all the treasury balances at headquarters 
and at its branches (This involved the abolition of the Reserve Trea- 
sury System ) (11) The bank managed the public debt in return for a 
specified remuneration (111) The bank was required *to undertake to 
open 100 new branches, of which the Government of India might detei- 
mine the location of one in four Before January 1921, when the 
Imperial Bank Act came into force, the Presidency Banks had between 
them {^9 branches To these, 102 new branches were added by 31 
Maich 1926, m^mg ^ total of 161 biand^ies Of the new branches, 



56 were m places where theie was pieviously no other bank, while 
6i of the remaining 66 were opened at places wheie there was a Govern^ 
ment treasury In all, 89 of the new blanches were at places where 
there was a Government treasury (iv) The bank was expected to give 
the public every facility foi the transfer of money between its blanches 
at leasonable lates appioved by the Controller of Curiency The 
Goveinment were to cease remittance of funds foi the public between 
any two places where the Imperial Bank carried on business (v) The 
London office of the bank, which was started in January 1921, took 
ovei a portion of the business of the Government of India which was 
pieviously m the hands of the Bank of England, for example, the 
cuirent account of the High Commissioner for India 
§36 Points of criticism against the Imperial Bank — The Imperial 
Bank as constituted in 1931 was made the target of much adveise 
cnticism It was a private concern and especially open to suspicion 
on account of the stiong representation of Euiopean interests on it 
which might limit the utility of the bank to Indian commercial and 
industrial inteiests The Imperial Bank had meiely perpetuated the 
olS management, the old policies and the old traditionj) of the Piesi- 
dency Banks English management might be unsympathetic and un 
able to understand the needs of Jndian mei chants and industrialists 
The agents at mofussil branches, being mostly non Indians, might 
fail to understand the local needs of the people and no effort be made 
to cultivate intimate and fiiendly relations with shroffs The bulk 
of the deposits collected by the branches of the bank were not invested 
locally by:t sent to headquaiteis The Imperial Bank was furthei 
subjected to the ciiticism which had been laised against European- 
managed concerns in general, namely that they did not piovide for 
the training of Indians ^ The Imperial Bank has also been freely 
chaiged with discriminating against Indian firms and Indian institu- 
tions and with showing undue paiiialxty to European firms and 
European institutions The high dividends declared by the bank 
squared ill with the primary object for which the bank was consti- 
tuted, namely the promotion of fiational welfare Theie was no 
arrangement for the division of pio&ts between the bank and the 
State 

The control of the State over the bank under the Act of 1920 
was not as effective as it should have been, as the Conti oiler of Cui- 
rency was expected to mteifeie only when Government inteiests were 
at stake The branch banking policy of the bank has not been very 
successful Branches have sometimes been established at places where 
there were already sufficient banking facilities, and this has exposed 
existing banks to unfair competition at the hands of the Imperial 
Bank, especially before the establishment of the Reserve Bank in 

* vol I, ch xui ^ 
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whtn the Impciial Bank came to have special privileges a 
iommand ot Government funds 

Vnothei gioup of ciiticisms was on the scoie of the 
hmiicd functions assigned to the bank and the consequent impair^ 
ment of its utility The bank had little leal leseinblanct to the cential 
banks of Em ope m relation to the banking and cuiiency functions 
ir peiioimed foi the Government Only the cash balances of the 
'Go\tiiiinent and duties of a geneial banking natuie weie handed 
ovei to It The papei cuiiency, the gold standaid icseivt and the 
lemnianccs to England to meet the Home Chaiges weie still managed 
by the Goteinment Not having the powei ol note issue, the Impciial 
Bank could not effectively contiol the monc) maiket thiougb the 
hank late, as do other gieat cential banks 

Tht monopoly of the exchange banks and the Government in 
the held of foreign exchange undei the Act of 1920 was left piaetically 
intact The fact that the exchange banks had piospeied so well 
^diows that the risky cliaiactei oi the business had been gieatly (^xag 
gciared Another lestiiction imposed on the Imperial Bank was that 
It could not boirow without secuiity ox accept deposits outside India 
This was no more than a concession to the jealousy of the exchange 
banks, which also explains the exclusion of the bank fiom foreign 
exchange business Bon owing and leceivmg deposits abioad some 
times might be necessary to ease the situation in the Indian money 
maiket Lastly, the Imperial Bank^ though it was intended to be a 
cooidmatmg agency, was fai fiom being a bankers’ bank m the 
stnet sense of the term The othei banks did keep their leserveg 
with It, but only to a veiy limited extent The lesult was that the 
Indian money maiket remained piaetically <is inoiganic as it was 
beloic the Impel lal Bank was bi ought into evisteiice 
Vi7 The Imperial Bank of India (Amendment) Act, 193$-— It was 
all along taken foi granted that when the Reseive Bank should be 
established as the central bank of the countiy, Tt would be necessaiy 
to altei the constitution of the Impel lal Bank with a view to freeing 
It horn the restrictions imposed upon it on account of its hybiid 
nature and modifying the contiol of the Government ovei its opeia 
tions When therefoie the Reseive Bank Bill was passed in 19*^^ i, 
the Impel lal Bank of India Amendment Bill was also passed at the 
same time as' the Imperial Bank of India Act (III of 1934)^ The 
iolloiving aie the mam changes made by the amending Act 

(1) Changes tn ihe consUtuUon of the bank —The Central Boaid 
ronsisis of the following directois (a) Piesidents and Vice Piesidents 
ol the Local Boards established by the Act , (b) one person elected 
fiom among themselves by the members of each Local Board estab 

^ See §38 belo^ for ihe decision of the Govergiment not to convert the Impenal 
©ank into a central bank 

11— 26 
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hshed by the Act , (c) a Managing Director to be appointed by the 
Central Board for five years, who may be continued by the Board for 
further periods not exceeding five years , (d) such number of persons 
not exceeding two and not being officers of the Government as may 
be nominated by the Govei nor-Generahm-Council , (e) a Deputy 

Managing Diiector to be appointed by the Central Boaid (/) Secre- 
taries of the Local Boaids, (g) such number of persons to lepiesent 
any Local Boaid established hcreaftei under the Act as the Central 
Boaid may prescnbe The Directois specified in (e) and (/) aie not 
entitled to vote at the meetings of the Central Boaid The Deputy 
Managing Directoi is entitled to vote in the absence of the Managing 
Diiectoi The Governor Genei al m-Council is to nominate an officer 
of the Government to attend meetings of the Central Boaid, who is 
not, however, entitled to vote Undei the new Act the Conti oiler 
of Currency ceased to be an ex officio membei of the Board, and the 
number of peisons nominated by the Governor-General is 1 educed to 
two* So also the Managing Directoi is to be diiectly appointed by 
the Board Government control o\er the working of the bank is thus 
lessened 

(11) The Imperial Bank of India, which ceases to be banket to 
the Government (this position is now occupied by the Reserve Bank), 
IS authorized to enter into an agreement with the Reserve Bank of 
India to conduct Government business as the sole agent of the Reseive 
Bank (This is more fully explained in §47 below) 

(m) T&e old limitations imposed on the business of the London 
office of the bank have been removed The bank is enabled to estab- 
lish branches or agencies m India and foreign countries 

(iv) The Central Boaid is authorized to establish Local Boards 
without the previous sanction of the Governor Genei al-in-CounciL 
Similaily the bank is authoiized to increase its capital without such 
sanction The bank^is now fieed fiom the power of the Goveinoi- 
General to assue instructions to it .regarding matters affecting his 
financial policy or the safety of the Government balances 

(v) Removal of some of the restrictions on the business U ansae ted 
by the bank --The principal changes are as follows The bank is 
now authorized to buy bills of exchange payable out of India, to 
borrow money out of India and to transact foreign exchange business*. 
The period of advances and loans (as also of bills discounted) le- 
lating to the financing of seasonal agricultural operations is extended 
from six to nine months The bank is authorized to, acquire and 
hold and generally deal with, any right, title or interest in any 
property moveable or immoveable, which may be the bank's security 
for any loan or advance or may be connected with such security 
The bank is further authd^ized to advance and le^d money, and 
open cash cif’dits on the security of shares of the Reserve Bank, 
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debentures oi other securities loi money issued undei the authoiity 
of a municipal board or committee, or with the sanction of the 
Governor-General-m Council, on the debentures or othei securities 
ioi money issued under the authoiity of a Ruling Prince oi Chief 
or on debentures of companies with limited liability subject to direc- 
tions issued by the Cential Boaid The bank is empoweied to make 
ad\ances and to open cash ci edits against goods which aie hypothe- 
cated to the bank as sccuiity toi such advances, loans or credits, if 
so authoiized by special diiections of the Central Board 

Some of the old lestrictions [eg restiictions on land mortgage 
business, oi on the peiiod (with modifications alieady noticed) of 
the advances and loans, on the amount of the loans to individual 
boi rowers, piohibition ol loans on the security of the shares of the 
bank, etc ] still continue to opeiate These are justified on the 
giound that the Impeiial Bank has been given the privilege of 
being the sole agent of the Reseive Bank and will in that capacity 
conduct the Government's tieasuiy business, and hold Governrr^nt 
balances Hence the need foi a special Act to legulate the working 
of the Imperial Bank of India 

It lemams to be seen how rai the Imperial Bank, now that 
It is freed fiom some of the lestrictions imposed by the old Act of 
1920, extends its activities, especially in the direction of industiial 
finance and foreign exchange business The Bank has established a 
sepal ate foreign exchange department and is trying to expand its 
foreign exchange business It is in a position of advantage in this 
respect, owing to its London bianch, numerous blanches in India,, 
extensive business connexions, and large financial resources 
§38 The question of the Reserve Bank Case for a brand-new 
creation —The geneial case foi a cential bank has already been exa- 
mined Such a bank had been widely desiied in India, not only on 
account of the improvement banking and currency machinery 
which It promised, but also because * the growing political conscious- 
ness of the countiy has led to the search foi all national emblems,, 
amongst which a Centi al State bank is one ' ^ The " Imperial Bank 
was intended to seive as a State bank but we have alieady seen 
leasons foi denying that it filled this position satisfactorily It per- 
foimed one 01 two functions of a tiue central bank, and there was 
much debate on the question whether it would not be desirable to 
turn It into a proper cential bank , but the ob-|ections to this step were 
vaiious and overwhehnmg In the first place, the Imperial Bank 
was a private corporation fiaiikly out to earn money The large 
number of branches which it had been compelled to start had forced 
it to become a commeicial bank Commercial banking, however, was 
incompatible with th^? position of a leal^ential bank It was also 
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unfair that the Imperial Bank, with the advantages even greatei than 
under the Act of 1920 which it would enjoy as a cential bank, by 
holding the leserves of other banks and the balances of the Govern- 
ment, should be allowed to enter into competition with other banks 
not endowed with these piiviieges The functions of a tiue banker’s 
bank are protective and not competitive Morcovei, a large numbei 
of branches is not a help but a positive impediment to a bank of 
issue, which wants blanches only at a few impoitant places If the 
Impel lal Bank weie to be convened into a central bank its chaitei 
would have to be ladically altered so is to deprive it of its functions 
as a commercial bank The Hilton-Young Commission also argued 
that the Imperial Bank had been playing a very useful role in the 
oedit organization of the countiy, especially since 1950, by establish- 
ing branches in vaiious parts of the country, and that it would be 
unwise to check this useful careci by lestricting the functions of the 
bank to those of a central bank On the contrary, it would be desir 
abk to free the Impeual Bank altogether from the restrictions imposed 
upon it undei the Act of 1920— restrictions which cleaily had then 
origin in the hybrid chaiactei of the functions originally assigned 
to It With the withdrawal of its^^cential banking functions it would 
be frcei and moie competent to peiform its impoitant task of spread- 
ing banking facilities m India The Commission, therefore, favoured 
the establishment of a sepaiate and entirely new central bank and 
proposed that the Imperial Bank should cany on important agency 
work* for the Reset ve Bank This view was geneially endorsed m 
the country The Central Banking Enquiiy Committee also favoured 
the creation of an altogethei new Reserve Bank 

The White Papei on the Indian Refoims, published caily m 
1933, made it a condition that a Reseive Bank, free fiom political 
influence, should be set up by Indian legislation befoie inti'oducing 
lesponsibility at the Centre as regaids finance The proposal was 
once again. sautmized by the Lonejon Committee on Reserve Bank 
Legislation m^^Jiily 1933 The London Committee submitted its 
Report ill August 1933, and the Reseiwe Bank of India Bill, drafted 
in accoi dance with its recommendations, was intioduced in the Legis- 
lature on 8 September 1933 and became law on lecemng the assent 
of the Governor-Geneial on 6 Maich 1934 

§89 Constitution of the Hesem Bank— (1) The bank ts a share- 
holders^ bank The original capital is Rs 5 crores divided into shaies 
of one hundred rupees each, fully paid up Sepaiate legisters of 
shaieholdeis are mamlained at Bombay, Calcutta, Delhi, Madias and 
Rangoon The nominal value of the shaies oiigmally assigned to 
llie various legisters was Rs 140 lakhs to Bombay, 145 lakhs to Cal- 
cutta, 115 lakhs to Delhi, ^ lakhs to Madras and 30 kkhs to Rangoon 
Owing to su|sequent tmnsfeis the distiibution of the shares was alteied 
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appreciably, and theic was a maiked tendency towaids concentration 
and consequent sterili/ation oi votes (especially in the case of the 
Bombay area), as shown by the fact that the total number of share 
holders declined from 9^,047 on 1 Aprili 1935 to 56,057 on 30 June 
1940 During the same peiiod the avtiage numbei of shares held 
by each shareholdei increased fiom 5 4 to 8 9 The Reserve Bank 
of India Act was theicfoic amended in Maich 1940, so as to restrict 
the tendency oi the Bank’s shares to become concentrated in fewei 
hands Undei this amendment no person can be registered as a 
shaieholder in lespect of any additional shaics acquired aftei 96 March 
1940 by him, whether in his own name 01 jointly, so as to bring the 
total value to more than Rs 20,000 ^ Each shaicholdei has one vote 
for every five shares subject to a maximum of 10 votes Shaies of the 
value of Rs 2,20,000 aie held by the Goveinment foi disposal at pai 
to the Directois to enable them to obtain the minimum share quali** 
iication 

(11) Offices, branches and agencies— In puisuancc of its obliga- 
tions under the Act, the bank has established offices in Bombay, «Cial- 
cutta, Delhi, Madras and Rangbon and a bianch in London It ma^ 
establish branches- 01 agencies in any othei place in India and, with 
the consent of the Goveinoi-Geneial-in-Council, elsewhere 

(ill) Management —The general superintendence and direction of 
the bank is entrusted to a Central Boaid of Diiectois which consists 
of 16 membeis as follows (a) A Goveinoi and two Deputy Goveinois 
to be appointed by the Go\einoi-Geneial-in Council aftei consideimg 
the recommendations oi the Cential Board, (h) fom Dnectoi^ to be 
nominated by the Govei nor-Genei al-in-Council , (c) eight Directoi s 
to be elected on behalf of the shaieholders on the vaiious legisteis 
I wo each foi Bombay, Calcutta, Delhi and one each foi Madias and 
Rangoon , (d) one Government official to be nominated by the 
Governor-Geneial-m Council This official, as also the Deputy Govei- 
noi, are not entitled to vole The purpose of employing the Governoi- 
General in-Courtcil to nominate fom Directois is to rediess deficiencies 
if any, reg aiding the i epresentation of impoitant elements in the 
economic 1 £e of the country, such as agricultural interests A 
Local Board for each of the five areas consists of (a) five members 
elected by shareholders , (6) not moie than three nominated by the 
Cential Board with a \iew^ to seeming the lepiescnlation of teiiitorial 
01 economic intciests not already leprcscntcd, paiticularly agricul 
lural interests The elected membeis of the Local Board have to 
elect from among themselves one 01 two persons as the case may be, 

^ Annual Report of Hit Restive Bank (August, 1910), p 9 

^ There are branches of the Banking Deputment at Cawnpoit, Karachi and 
Lahore The Issue Dejjartment has branches at these three places and also at 
Bombay, Calcutta Madras and Rangoon ^ 
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to be Diiectois lepiesentmg the shaieholders on the register for the 
area for which the Boaid is constituted The Local Board has to 
advise the Central Boaid on such matters as may be generally or 
specifically referred to it and has to peiform such duties as the Cential 
Board may by regulations delegate to it The Local Boaids are thus 
mainly advisory m their natuie No Diiectoi and no member of a 
Local Boaid can also be a member of the Indian Legislatiue 01 of a 
local Legislatiue No salaried Government official nor an employee 
of any bank nor a director of any bank othei than a co-operative bank 
may be a Director 01 a member of a Local Board 
§40 Business which the bank may transact — (1) The bank may 
accept deposits without interest, fiom the Government, local authoii- 
iies, banks and any other person This provision is mtended to prevent 
the Reseive Bank fiom competing with other banks and is in accord- 
ance with cential banking practice eisewheie, (11) the purchase, sale 
and rediscount of bills of exchange and piomissoiy notes, arising out 
of bona fide commercial ti ansactions, beaiing two oi moie good sig- 
natures, one of which must be that of a scheduled bank, and matur- 
ing within 90 days fiom the date of such purchase or rediscount, 
exclusive of days of grace In the case of agricultural bills drawn 01 
issued for financing seasonal agiicitllural opeiations or the maikeiing 
of crops, the period allowed is nine months, and one of the two 
signatures has to be that of a scheduled or a piovmcial coopeiative 
bank Bills matuiing within 90 days since date of purchase, beaimg 
the signature of a scheduled bank, may also be pui chased, sold or 
lediseounted if they aie issued or drawn for holding or tiadmg m 
Government secuiities , (111) purchase fiom and sale to scheduled 
banks of sterling in amounts of not less than the equivalent of one 
lakh of rupees , (iv) pm chase, sale and rediscount of bills of exchange 
drawn in or on any place m the United Kingdom provided such 
business is transacted with scheduled banks The bank may keep 
balances with banks jin the United Kingdom , (v) it may make loans 
and advances to States in India, local authoiitxes, scheduled banks, 
or provincial co-opeiative banks, lepayable either on demand 01 on 
the expiry of fixed peiiods not exceeding 90 days, against tiustee 
securities, gold or silver, eligible paper, promissory notes of scheduled 
oi CO operative banks supported by documents of title to goods , 
(vi) the bank may make ways and-means advances to the Governor- 
General-m-Council 01 Local Governments repayable within 90 days , 
(vn) purchase and sale of securities of the Government of India and 
the United Kingdom subject to certain maxima , (viix) the bank may 
act as agent to the Secietary of State 01 the Governor-Geneial-in- 
Council, 01 Local Governments, or local authorities in the matter of 
purchase and sale of gold 01 silver, management of public debt, etc , 
(ix) It may also make an ageticy agi eement with centra? banks m other 
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countries , (x) the bank is authorized to boirow money £01 a peiiod 
not exceeding one month from scheduled banks oi othei central 
banks , (xi) the bank is authorized to issue bank notes (see §43 
below) , (xii) It may generally transact all business incidental to 01 
consequential upon the exercise of its poweis and duties , (xiii) it 
should be noted that the bank is authoiized to purchase, sell and 
rediscount bills of exchange drawn on and payable in India in oidei 
to enable the bank to discount lupee impoit bills in the event ol 
such bills coming into existence m the futuie, as contemplated by 
the Cential Banking Enquiry Committee , (xiv) the bank is also 
authorized to conduct what aie known as opemmaiket operations, 
which have now become an integial pait oi central banking piactice 
elsewhere When, theiefore, in the opinion oi the Cential Boaid it 
IS necessary to legulate credit in the interests oi Indian tiade, com 
merce, industiy and agricultme, the bank may pm chase, sell, 01 
discount eligible paper (bills of exchange and piomissoiy notes) 
directly in the open market (wnthout the signature of a scheduled 01 
a CO opeiative bank) or it may make loans or advances, 01 pm chase oi 
sell sterling The Committee of the Boaid oi the Governor, to whom 
such authority may be delegated, can exercise such authority only 
on special occasions (not necessarily amounting to an emergency) and 
subject to piior consultation with the Cential Board except in cases 
of special urgency In e\eiy case the Cential Board must be informed 
about the action so taken • 

HI Business which the bank may not transact —The bank is piohi- 
bited from (1) engaging in trade 01 having a diicct inteiest*in any 
commercial or industiial undertaking (except by way of satisfaction 
of its^ claims) , (11) from pui chasing its own shares, or the shares of 
any other bank, or any company, 01 fiom granting loans on such 
security , (111) from advancing money on immoveable property or horn 
owning such property (except for its own business premises, etc ) , 
(iv) from allowing mteiest on deposits, and,(v) fiom drawing or 
accepting bills payable otherwise than on demand These prohibi- 
tions follow central banking legislation elsewhere and are intended 
to ensure the highest degree of liquidity of the assets of the Reserve 
Bank 

§42 Central banking functions — The thud chapter of the Reserve 
Bank Act deals with central banking functions 

In the first place, the bank has the obligation to tiansact Govern- 
ment business, viz to receive moneys and to make payments, to carry 
out their exchange, remittance and other banking opeiations, includ- 
ing the management of public debt These services are not to be 
rendered freely, but on terms embodied in agreements The bank has 
the right to transact Government (Central and Provincial) business 
in India and entitled to receive their cash balances for deposit free 
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of inteiest (except wheie the bank has no branches oi agencies) The 
bank must also be entrusted with the issue o£ new loans 
H3 Issue of bank notes —In the second place, the bank has tiie sole 
right of issuing bank notes in Biitish India The Issue Department 
is sepal ated fiom the Banking Department on the model of the 
Bank of England, although the Indian Act prescribes the propoitional 
method of holding reseives and not the English method of a fixed 
amount of fiducial y issue The assets and liabilities of the Issue 
Depaitment aie to be kept distinct fiom those of the Banking Depart- 
ment This aiiangement, while it has the meiit of piesenting the 
accounts in the simplest possible form and of inspiring greatei con- 
fidence in the note issue, has the defect of not showing the banks 
liabilities as one compiehensi\c whole The bank notes aie legal 
icndei and are guaranteed by the Goveinor-Geneial-in Council in 
oidei to piomote gieatei confidence in the note issue, as lecommended 
by the Hilton-Young Commission Reserve Bank of India notes weic 
first issued to the public in India m Januaiy 1938, when supplies of 
Rs % notes became available Rs 10 notes were issued m Febiuaiy 
and Rs 100 and Rs 1,000 notes in May 1938 Although Burma wav 
sepal ated fiom India with effect horn 1 Apiil 1937 the Reserve 
Bank continued to be lesponsible foi the management of cuiiency m 
Buima 

The assets of the Issue Department shall consist of not less than 
two fifths of gold coin, gold bullion, 01 sterling securities, provided 
that the amount of gold shall not be less than Rs 40 crores m value 
Of th^ gold com and gold bullion, not less than lyjsoths shall be held 
in British India The lemaming three-fifths of the assets may be 
held in rupee coin, Government of India rupee securities of any 
• maturity, and such bills of exchange and piomissory notes payable m 
Biitish India as are eligible foi purchase by the bank, provided that 
the rupee securities shall not exceed onefouith of the total amouni 
of the assets or Rs 50 cioies, whichever amount is gi eater, or with 
the pi evious consent ol the Goveinor-Geneial-in-Council, such amount 
plus a sum of Rs 10 croies Gold is to be valued at its par value, 
1 e 8 47512 grams of fine gold pei lupee, lupee com at its face value, 
and secmities at maiket late Si ei ling securities arc defined as 

balances at the credit of the Issue Department of the Bank of England, 
bills of exchange drawn on and payable in the United Kingdom within 
go days, and Government seem 1 tics of the United Kingdom maturing 
within five yeais It was also laid down that on the date of the trans- 
fer of note issue to the bank by the Government of India, and of the 
transfer of the Gold Standaid and Paper Currency Reserves, the gold 
com and bullion and sterling securities were not to be less than one- 
half of the whole amount transfen ed and the amount of the rupee 
com was not to exceed Rs *50 ciores, any surplus ovlr this amount 
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being held by the Go\einmcnt in a separate account Aiiangements 
are made by which the bank and the Government can keep the rupee 
coin held in the assets at Rs 50 cioies oi one-sixth of the total assets, 
whichever is gieatei As in the case of the Bedeial Reserve and other 
central banks of the woild following the proportional reserve system, 
the bank is authorized, with the previous sanction of the Governor- 
Genei al-in Council, foi periods not exceeding thirty days in the 
first instance, which may, with like sanction, be extended horn time 
to time by peiiods not exceeding 15 days, to hold as assets gold com, 
gold bullion or sterling of less than two fifths of the total assets The 
bank is lequued to pay a tax on the deficiency during the peiiod ol 
suspension of assets lequuements, at bank late with an addition of 
1 pel cent pei annum when such holding exceeds 5214 of 

the total assets, and of a further ii^ per cent in lespect of every fui- 
ther decrease of 2I/2 P^t cent 01 pait of such decrease, provided that 
the tax shall not in any event be payable at a rate less than 6 per cent 
pel annum Ihe bank is placed under the obligation to supply 
diffeient foims of cunency Thus it is requued to issue rupee com 
on demand in exchange for bank notes and cuirency notes of the 
Government of India, and shall issue cuircncy notes 01 bank notes 
in exchange foi coin which is legartendei It must conveit notes 
of five rupees or upwards into notes of lowei value or other coins 
which are legal tendei in such quantities as may m the opinion ol the 
bank be required for cii culation The Governor-General-in Council 
shall supply such coins to the bank on demand Thus in view of the 
special conditions m India, bank notes have be^ allowed to regain 
the same unlimited convex tibility into silvci lupees which is a piivi 
lege enjoyed b) the existing Government cuiiency notes (See, how- 
ever, ch viii, §30 ) 

§44 Exchange obligations of the Resem Bank — The thud central 
banking function 1 elates to the obligation imposed upon the bank 
to sell sterling and buy steiling with a view to m^mtaimng stability 
of the exchange value of the lupce with steiling We have aheady 
dealt with the obligations imposed on the bank by these ' Ratio 
clauses ’ (see ch vui, §24) The Rescive Bank Act thus aims at 
establishing the steiling exchange standaid foi the time being 
§45 Scheduled banks In the fourth place, every bank cauyiiig 
on the business of banking in British India included in the second 
schedule^ (1 e having a paid-up capital and reseives of not less than 


^ This and the following section should be lead with §§14 and 18 anti 
* The advantages of contact with the central bank of the countiy aie being 
increasingly recognized b> joint-stock banks, and some of them increased their 
paid-up capital, apparently with the primaiy object ot being included in the list 
of scheduled banks This^ tendency may to a ceitun extent be attubuted to a 
desire to secure thf^ exemptions gwen to scheduleS banks from the operation of 
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Rs 5 lakhsj IS lequned to maintain with the Reseive Bank a balance 
the amount of which shall not be less than 5 pei cent of its demand 
liabilities and 2 per cent of its time liabilities in India at the close 
of business on any day This provision follows in principle §19 
of the Fedeial Reseive Act of the USA and is intended primarily 
to enable the Reseive Bank of India to centralize the banking 
reserves of the countiy so as to be able to legulate and contiol the 
Cl edit position in the countiy by controlling the total volume of 
bank money cicated by member banks It also serves incidentally 
to make a paitial piovision for the liquidity and safety of the deposits 
of membei banks v^ho ai e "^expected to keep in addition sufficient 
till moneys Each scheduled bank must send a weekly letuin 
both to the Reseive Bank and the Governor-General-in Council show- 
ing its demand and time liabilities in India, the total amount of 
Government of India and bank notes held m India, the amounts 
held in rupee com and subsidiaiy com, the amount of advances made 
and bills discounted in India, and the balances held at the Reserve 
Bank This powei of the bank to call foi information is intended 
to give It efficient contiol of the ciedit system Such letmns may 
also be called foi from pi ovinciai co opei ative banks which have 
tiansactions with the Reserve Bank, although they aie not compelled 
to keep any poition of then cash with the Reseive Bank The in- 
digenous bankeis, as picviously pointed out, aie not yet listed as 
scheduled bankeis 

§46 Non-scheduled banks — Besides scheduled banks theie are 

r 

optiatmg m this gantry a large number of small banking and loan 
companies mcoipoiated undei the Indian Companies Act, especially 
m the piovincc of Bengal The numbei of such companies on 
^^1 Decembei iggS was estimated at appi oximately 1,421 concerns 
which might be consideied to be non-scheduled banks Among them 
only 236 had a paid up capital of Rs 50,000 each Up to the begin 
ning of 1938 the .Reserve Bank was receiving weekly returns and 
balance sheets from the scheduled banks alone With the coming 
into force of the banking provisions of the Companies Act, as amend- 
ed m 1936, It seemed desiiable that as a central bank the Reserve 
Bank should obtain information legardmg non scheduled banks also 
For this purpose the Companies Act was suitably amended in 1938 
Of these non-scheduled banks a laige number claim that they are 
not really banks within the meaning of section 277F of the Companies 
Act (see §20) and aie therefore fiee from the obligation to submit 
the cash leservc returns pi escribed by that Act The returns received 
fiom 66g banks on 30 Decembei 1939 indicate that the average per- 

the debt legislation in vaiious provinces Annual Report of the Reserve BaiiL of 
India (1937), p 14, (1939), pi^ 25-6 and (1940), p 26^ 

^ See Ramaiya, op cit , pp 1 19-21 ^ 
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centage of cash to demand and time liabilities was only 6 9 The 
banking legislation pioposed by the Reserve Bank seeks to ensure 
adequate liquid lesouices with banks 

In a cncular addiessed to non scheduled banks with a paid up 
capital of Rs 50,000 or over, the Reserve Bank offered to help them 
with advice and guidance, piovided they were willing to furnish in- 
formation regarding then operations The leplies leceived were on 
the whole encouraging, and it is to be hoped that such contacts 
between the Reserve Bank and non scheduled banks will tend to the 
development of a soundei banking system in this country 1 
§47 The Reserve Bank and the Imperial Bank — The Reserve Bank 
has entered into an agieement with the Impel lal Bank of India, 
subject to the appio\al of the Goveinoi-Geneial m-Council, foi a 
period of fifteen yeais It will lemain in foice thereafter until termi- 
nated aftei five years’ notice on eithei side, provided the Imperial 
Bank maintains a sound financial position Undei the agreement, 
the Imperial Bank is to be the sole agent of the Reserve Bank at all 
places in Biitish India where theie is a branch of the Imireiial Baqk 
of India in existence at the time the Reser\c Bank Act comes into 
operation and wheie theic is no bianch of the Banking Depaitmeni 
of the Reseive Bank The latter is to pay the Imperial Bank lor the 
first ten yeais a commission on the total of leccipts and disbuisements 
dealt with annually by the Imperial Bank on account of the Govern- 
ment Later, the scale of commission will be levised In consideia- 
tion of the Impel lal Bank of India maintaining the existing number 
of Its branches, the Reserve Bank will pay to the foimei anhually for 
the first five years Rs 9 lakhs, for the next five years Rs 6 lakhs, and 
for the next five years Rs 4 lakhs The Imperial Bank cannot open 
any branch in substitution foi a branch existing at the time this agree- 
ment comes into force, without the approval of the Reseive Bank 
§48 The Reserve Fund — A Reseive Fund has been cieated by the 
traifsfer to the bank of rupee secuiities of the value of Rs 5 crores 
by the Governor-Geneial-in-Coumcil The maintenance of an ade 
quatc Reseive Fund is essential foi covering depreciation in the value 
of assets of the Reserve Bank and promoting general confidence in the 
solidity of the banking system After the payment out of the net 
annual piofits (after allowing for bad and doubtful debts, deprecia- 
tion in assets, etc ) of a cumulative dividend at such 1 ate— not exceed- 
xng 5 per cent per annum— on the share capital as the Governor - 
General-in Council shall fix at the time of the issue of shares, a portion 
of the suiplus shall be allocated to the payment of an additional 
dividend on the scale set foith m the fouith schedule, subject to a 

^ Anmuil Reports of the Raerve Bank of India (1938) pp 23-4, (1939) pP 28-9, 
(1940) p 21 and Memorandum on Non-scheduled Banks, issued by the Reserve 
Bank in Novembef**^ 1939 ^ 
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maximum dividend of 6 per cent The balance of the suiplus pio- 
fits shall be paid to the Governor-General in Council, provided that, 
if at any time the Reserve Fund is less than the shaie capital, not Ics^ 
than Rs 50 lakhs, or the whole of the surplus if less than that amount, 
shall be allocated to the Reset ve Fund This limitation of profits to 
shareholders is essential as the bank must not become a dmdend-^ 
hunting concern It is also fair that the surplus profits should go to 
the State since they lepresent laigely the profit of the Paper Cuiiency 
and the old Gold Standard Reserves 

§49 The bank rate, etc. — Tlic Reserve Bank shall make public from 
time to time the standa'td 7 ate at which it is piepaxed to buy or 
lediscount bills of exchange 01 othei commercial paper eligible foi 
pm chase under this Act The bank has thus discretion to discount 
agiicultuial bills at concessional lates below the late for discounting 
01 rediscounting commercial papei It should be noted that, unlike 
this piovision of the Act, the piactice of the Bank of England is to fix 
the minimum rate at which it will discount bills of exchange for 
ciphers than its customers It is generally fixed above the open market 
rate ^ 

§50 The weekly return — The bank is lequned to make a weekly 
return to the Governor Geneialfn-Council of the account of the Issue 
and Banking Depaitments m the pi escribed foim (Fifth Schedule) 
It IS to be published in the Gazette of India Similaily a copy of the 
annual accounts is to be submitted to the same authority It should 
he noted that the weekly statement of the central bank in each countiy 
IS regarded as the key to the condition of the money market 
§51 Agricultural Credit Department — The bank was required to 
aeate a special Agiicultural Ciedit Depaitment, the functions of 
which are (1) to maintain an expeit staff to study all questions of 
agiicultural credit and be available foi consultation by the Governoi- 
Geneial-m-Council, Local Governments, piovincial co-opeiative banks, 
and other banking oigamzations, and (ii) to coordinate the opeia- 
tions of the bank in connexion wHh agiicultural cicdit and its lela- 
tions with provincial co opeiative banks and any othei bank or 
organizations engaged in the business pf agiicultuial ciedit It is 
hardly possible to exaggerate the need for such an organization in an 
essentially agiicultuial country like India This piovision follows m 
piinciple a similar provision in the Commonwealth Bank of Australia 
Act The mam chffeience, however, is that the functions of the Agin 
cultuial Credit Depaitment aie of a puiely advisoiy chaiacter as 
compared with those of the Rural Ciedit Department of the Common- 
wealth Bank of Australia, which has sepaiate funds of its own, paitly 
contiibuted by the Tieasury and paitly by the bank 

^ See W F Spalding, *The I ondon Money JUarfeei, tfpp 89-90 
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At the earliest possible time and in any case within three years 
oi its establishment the Reserve Bank was required ta make a Repoit 
to the Governoi-Geneial in-Council with proposals if it thought fit 
for legislation undei clause 55 (1) (b) on the improvement of the 
machinery foi dealing with agiicultiiral finance, and foi effecting a 
closei connexion between agiicultuial enterprise and the operations 
of the bank As we have already seen (§§4, 5), under subclause (1) (a) 
of the same clause, the bank was lequiied to make a leport regarding 
the extension of a edit facilities to indigenous bankers 

Accordingly Mr M L Darling was deputed to investigate into the 
working and pi eseni state of the co opei ative banks and credit societies, 
and the part which indigenous bankers play in the lural economy of 
the country His Report together with a note containing proposals 
for the constitution of the Agi iciillural Credit Department were 
received by the Reserve Bank about the end of June 1935 The 
authorities of the bank, aftei examining and considering the proposals^ 
decided to request the Local Governments through the Government 
of India to collect and furnish to the bank furthei paiticulars aboht 
cooperative banks, ciedit societies, and other agencies-~e g indigenous 
bankers and moneylenders—engaged in the business of agricultural 
ciedit Since a long time would be lequired to obtain detailed in- 
%mation as indicated above, the Bank submitted to the Government 
of India, in December 1936, a preliminary Report on agricultural 
credit with a view to enabling the various paities concerned to pioceed 
to a realistic examination of the question without further delay 
This was followed by the Statutoiy Report by the end of 1937 This 
Report indicates the various directions m which impiovements might 
be made to enable ^ihe existing cicdit agencies, moie particularly the 
co-opeiative agency, to be of greatei use to the agriculturist and the 
manner in which the Resei ve Bank can lender assistance ^ As pointed 
■out by the Resei ve Bank, it was not to be expected that the bank 
would be able to put fox wax d a |inal scheme within the short initial 
peiiod of thiee yeais, and it is giving continuous attention to these 
important pioblems^ 

§52 The Reserve Bank of India m action. — The Reserve Bank of 
India was officially mauguiated on 1 April 1935 and opened its 
offices at Bombay, Calcutta, Delhi, Madras and Rangoon Later, 
arrangements were made foi staiting a London branch as provided for 
by the Act This fulfils a long-cherished hope and aspiration India 
has now come into line with the othei civilued countiies of the world, 

^ This question has been moie fully discussed in vol I, ch x 

” See Annual Report of the Reserve Banl (i 937 )» also Preltmuiary and 
Statutory Reports issued^ by the Agricultural Credit Department of the Reserve 
Bank (1936 and 1937) 
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and the chain of Empire Banks (those of the Union of South Afiica^, 
Australia, New Zealand, India and Canada) is complete 

The actual working of the Reseive Bank of India justifies the 
claim that it has inaugurated a new era of financial stability, banking 
leform and extension and le oiientation ol the money market It has 
attained a remarkable measme of success m the orderly flotation of 
loans for Central and Piovmcial Governments at veiy low rates, in the 
making of lemittances to the Secietary of State, m the sale of Treasury 
Bills and m maintaining the stability of the rupee It gave valuable 
advice regarding the incoipoiatioii of new piovisions relating to 
banking companies in the Indian Companies Act and 3n 1939 put foi 
waid useful pioposals for the enactment of a Bank Act in India It 
has offered valuable and cheap inland lemittance facilities and con- 
tributed Its mite to the lowering of money lates It has also given 
an indirect stimulus to the extension of banking facilities in the 
country 

It has established useful contacts not only with the scheduled 
b§.nks, which aie officially membei banks, but also with a large num- 
ber of small non scheduled banks As the monetaiy and credit autho- 
rity, It has skilfully steered clgai of many difficulties dm mg the 
piesent war and has theieby contiibuted to the stability of the money 
market ‘ It is evident that the Reserve Bank is playing a great and 
effective pait in the elimination of seasonal extremes in lates winch 
cannot but have fai reaching consequences on the Indian economy 
of the fumie’^ It has also done useful work m connexion with the 
study of agricultural credit and the coopeiative movement and has 
made many valuable suggestions foi ovei coming the vaiious defects in 
the stiucture of luial credit 

It has not, however, so far fulfilled the principal anticipation, 
namely the development of a bill maiket in India, as shown by its 
paltry rediscounting of bills for scheduled and provincial co operative 
banks We have aheady referred to the difficulties of this problem 
and pointed out whai efforts are being made by the Reseive Bank 
to overcome them We must also state here that the Resteive Bank 
has not, so far, succeeded in linking up the indigenous! bankers with 
itelf It is clear that unless this is done, the Reseive Bank can 
neither effectively stimulate the progress of the bill maiket nor unify 
the two mam parts of the Indian money market ^ 

?5B Indian banking during the present war (1939-?) ^—immedi- 
ately on the outbreak of war as well as on the beginning of hostilities 

' S K Muranjan, op cit , p 285 

See Report on Currency and Finance (Reserve Bank of India), 1939-40, 
pars 66, 74-5 , Annual Market Review (1940), Review of the Trade of India 
(1939-40), pp 84-5, Annual Rep<^rts of the Reserve Bant of It^ta (Feb 1940 and 
August 194a) iind the Resources of India Supplement (Times of India, 25 
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by Japan in Decembei 1941, banks in India weie called upon to 
meet hurried withdiawals induced by feais of what the wai might 
bring, but the deposits soon began to return as the public lealized 
the futility of panic and adjusted themselves to war conditions ^ On 
the whole, the Indian banking system stood the first shock of the wai 
well Thereaftei, owing to rap’d expansion in advances to meet the 
increased demand foi finance horn the commodity maikets, the stock 
exchange and the silvci maiket as a lesult of the w^ar and the highei 
prices pre\ ailing, deposits showed an almost continuous increase 2 
An enormous giowth ol deposits has been the most noticeable featuie 
of war time banking in India In August 1939, the deposit liabilities 
of the Scheduled Banks weie Rs> 249 45 aoies But at the end of July 
1944, they had iisen to Rs 759 29 ciores This phenomenon isi due 
to the intimate connexion between banking and public finance and 
the inevitable expansion of cunency which war brings about and 
which piovides the ba*sis foi a laigei supei structui e of bank credit 
The connexion between bank deposits and note issue is brought out in 
the following table 



(Rs in 

crores) 

Notes issued 

Deposits 

August 1939 

216 78 

249 45 

March 1940 

252 21 

259 26 

March 1941 

269 25 

284 64 

October 1941 

307 39 

332 66 

March 1942 

421 06 

322 16 

March 194^ 

655 II 

493* 60 , 

March 1944 

8gi 78 

68B 65 


Another noteworthy feature is the relatively gieatei mciease in 
demand deposits (01 liabilities) compared to time deposits Between 
Septembei 1939 and September 1944 demand liabilities rose from 
Rs 133 crores to Rs 578 cioies wheieas time liabilities increased 
from Rs 102 ciorcs only to Rs 186 cioies This is due to greatei 
liquidity pieference on the pait of the public, who are not investing 
but waiting foi opportunities of profitable investment 

In view of the inci eased proportion of demand liabilities the banks 
aie maintaining a more and moie liquid position While advances and 
bills, which are the most profitable items in the assets of banks have 
grown in volume, then peicentage to total deposits has declined from 
about 53 in 1939 to about 30 in 1944 This is due to the fact that 

Octobei 1940), article bj Mr B L Punjabi on ‘Effects of the Wai on the Indian 
Finincial System’ 

^ The effects of the war on Post Office Savings Banks deposits and Cash 
Ceitificates have alieady been considered (see §23) 

^ The description of wai -time developments in banking is mainly based on the 
Bankinsf SuoDlement^of the Eastern Economist, it; '•Sept 1944 
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during wax -time opportunities ioi commetcial imtsiments are cuitail- 
edi and' the banks invest then funds laigeiy in wai loans Investment 
in Government securities is also piompted by the desne Coi gieaici 
liquidity lefeiied to above The volume oi capital and leserves has 
also grown but not in piopoition to the immense incieasc in deposits 

Anothei notable wai time development is the gieat meiease 111 the 
number ol banking offices, especially m 1943 and 1944 hi the 
eighteen months ending Junt 1914, the mcieasc was 688 in the 
quartei ending Decembei 1915, it was 160, wink 111 the fust thiee 
months of 1944 thete was an mciease ol 156 The late slowed down 
subsequently and was 100 up to 15 Stptcmbei 1944 ‘ The explanation 

tor this astonishing mciease in this period lies m the tael that it 
was only in these two yeais that monetaiy expansion gathered its lull 
momentum and banks felt the impetus to expand ’ 

Practieally the entire increase is iccounted loi by the scheduled 
banks ‘The most spectacular and sensational mciease is record- 
ed by the Bharat Bank, which, stalling to woik in 194:^ had 
*186 offices m March 194^ as against 101 in Noveinbei 1943 
and 6 in 1942 ' While there has been an mciease also in the average 
volume of resouices pei office ovsing to the gieatei mciease in deposits, 
the greater pait of these deposits has gone to the Impel lal Bank and 
the larger scheduled' banks, especially the ‘ Big Fiv^e namely the 
Bank of India, the Allahabad Bank, the Cential Bank of India, the 
Bank of Baroda and the Punjab National Bank The smaliei banks 
have op^ened new blanches without a parallel mcieaase of icsomces 
TEis IS a source of weakness Theie is also a tendency fox new 
offices being opened m the biggei towns to the neglect of the smaller 
ones This leads to excessive competition and uneven dexelopmcnf 
of banking in the countiy as a whole 

Unlike the war of 1914 18, the present xvai has not pioduced tight 
money and a high bank late Rigoious contiol ovei mtcitst latcs 
has been an esseiKial leatuie of the new technique used foi financing 
war expendiUiie, and its success fias been abundanliy pioved by the 
way in which monetary aiithoiities in both Gieat Britain and India 
have been able to mamtam cheap money m spite of the vastly inci eas- 
ed scale of public expenditiue and expectation of colossal boi rowing 
by the Goveinmeiu- Towaids the end of August 1939, ’'^'hen the 

^ The mam causes of these cuit-iiled oppoitunities are (1) restuctions on imports 
and exports hampering movements of produce, (11) accumulation of excess money 
with traders who are thus able to finance themselves without resot t to banks, 
<in) the system adopted by the Govunment of advancing fixed as v.etl as work- 
ing capital to industries for promoting war-production, and (iv) various measures 
tagen by the Government to check speculation, such as Ordinances forbidding 
advances on the secunty of gram, bullioi*i, etc . 

* For an interesting review of money rates in l!j,dia during the pipsent war 
see Annual Market jRevteui (19,40), pp 57-di 
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Bank of England s discount late ^vas 1 used hom 2 to 4, it was feaied 
ifhat the monetary authorities in India might take siinilai action and 
lendeis might adopt a cautious attitude The lesult was a slight use 
m interest lates But with the loweiing of the Bank of England rate 
to 2 pci cent on 25 Octobei 1939 and the expansion oi cuiiency by the 
Beseixe Bank (see chs vii, §35 and viii, §27) against laige purchases 
of sterling and of Tieasury Bills, there has been no stimgeiicy in the 
money market and the bank rate has icmaineci at 3 per cent 

The piescnt war like the wai of 1914-18 has had the lesult oi 
sticngthcnmg the cash position oi banks in India 

The inciease in the cleaimg-housc returns horn Rs 20,03 ciores 
in 1938-9 to Rs 45,79 cioies in 1943^ indicates pi ogress 

While the adoption of exchange coniiol and lestiictions on 
^expoits and imports have somewhat idveiseh affected the business of 
exchange banks and theie has been an occasional feeling of nervousness 
among depositois, we may conclude that the Jiulian banking system 
has shown gieat vitalit)' and has been generalh stiengthened by the wai 
Industrial finance ^ — One of the great lacunae m the Ina^aii 
fcconomic stiuctme is the absence of a piopcily organized system 
of mdustnal finance The banks in Geimany ha\c played a very 
important loie in satisfying the financial leqiuiements of industries- 
I hey pi oxide the gieatei pait oi the initial caintal foi mdustiies, 
^vhich IS subsequently placed among the investing public In ordei 
to distiibute the risk it is a veiy common plan foi scveial banks to 
join together in a Komo)tium and pledge themselves to accept a 
ceitain portion of the issue This investment of banks m shaf-es of 
mdustnal companies is, howevei, not a longtenn inxestment as m the 
ease of mdustnal banks piopei, but is legarded as a safe investment 
of the Bank’s lesources in fiist-class securities, which the banks expect 
to hold only foi a shoit time The banks themsehes stand to benefit 
h^ these tiansactions since they aie useful foi acquiring business 
connexions and extending their influence Industnal companies 
m Germany desnous of procuimg new capital noimally do so thiough 
banks with whom they arc in peimanent banking relations in the 
mannci indicated abo\c It must, howevei, be lemembered that the 
flanks employ only a limited poition of then lesoinces in industrial 
finance and that ordinary banking business constitutes their majoi 
artixitY*' The Cential Banking Enquiry Committee declare them- 

’ This ‘section ts based on C B R, 385-419 ‘^nd should be lead togptbei 
vol I ch \in, §20 

" Spo P B Whale, Joint-Stock Banl mg tv Gumany, pp 36-66 
* Foi an interesting study of the methods of financing industnes in Geimany 
and other countnes and their application to India the following ? ooKS may 
4.on‘?ult<xl P S Lokanathan, Industrial Orgamzation m India (1935), pp 242-50t 
Nf Das, Banking and Inc^ustnal Finance in (1936), ch xj, and S K Basu, 

jJndustita} Finance ^}i India (1939), chipters 11 in 
11 --27 
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sehes m favoui oi an attempt to eliminate the Managing Agency 
system and to depend £oi lutme de\eiopiiient more on the establish-* 
inent of dnect Inendly lelations between industrial companies and 
commercial banks They commend the adoption of the German 
system with suitable modifications, and suggest that a beginning in 
this diiection might well be made by the Imperial Bank (after the 
Reseive Bank came into being) and the other commeicial banks of 
established leputation Besides much cxpenence and wisdom, this 
class oi business would lequire consideiable owned capital and fiim 
lesistance against the temptation to speculate m the cieation and sale 
ot securities, and veiy few of the existing banks at piesent possess 
these qualifications i In spite ol these limitations ot the situation 
as it exists m India considctabic financial assistance is capable ot 
being lendeied to indusiiies if the leading banks were to take a genuine 
and sympathetic mteiest in industnes With a view to ci eating an 
atmospheie of mutual confidciiee, while at the same time pi eventing 
entanglements incompatible with sound banking, the German model 
meff to some extent be copied by banks m India A useful link 
between banks and industries lecemng then assistance could 
be established by appointing managing diieetois oi managers of 
banks as duectois of indusUiai concerns The banks might also 
establish Local Advisoiy Committees to help them in assessing the 
financial position of then clients and to cany an assurance to the 
lattei of fan and sympathetic ti eatment 

While^ valuable lesults may be expected from the cooperation 
of commeicial banks as outlined above, the needs of industiial deve- 
lopment aie not likely to be adequately met by this method alone 
Unclci the new constitution the development of mdustiies within their 
icbpective teriitoiies is one of the functions which is vested m the 
Piovincial Goveinments For a satisfactory discharge of this function 
It may be useful to establish Piovincial Industrial Coi porations, with 
blanches, il nccessaiy, and woiking with capital initially oi pcimanent- 
ly supplied ’by the Provincial Goveiiiment concerned These coipo- 
lations should aim particularly at assisting enterpiises which are 
likely to be of benefit to the public, add to the pioductive power of the 
piovmcc and piovidc employment £oi its people ^ 

The Industiial Coiporation should obtain its shaic cajutal as fai 
as possible from the public, the Government taking such portion 
as cannot be laiseci bv public subscnption The share capital of the 


^ Di P S Lokanathan (Indttsinal Orgamzatwn in India^ pp 251-2) points 
out the difficulties in the of the adaptation of Indian commercial batiking 
^ the meced hanking of the Continental type 

Dr Lokanathan points out the dangers of provincial hanks being allowed 
tf finance all kinds of industry^and suggests that they ^hould restrict themsekeb. 
to the financing|of fjublic utility industries Op cit , p 268 ^ 
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Corporation should be supplemented by debenture capital not exceed 
ing, at the outset, say twice the amount of the share capital The 
Go\ernment might purchase a portion of debenture issues until a 
regulai market is created for them, and also offer a limited guarantee 
of interest on debentures The Industrial Corporation should 
specialize m the provision of long-term capital to industries, which 
should continue to obtain their working capital from existing institu- 
tions 1 he Corporation may take long term deposits for not less than 
two years, loans from these deposits being given for a similai period 
The Government should be entitled to be represented on the Board 
of Directors of the Industrial Corporation during the continuance of 
Government interest and liability ^ 

An AlMndia Industrial Coiporation may also be established 
There are certain industries of a national character so important 
that their development must be regarded as falling within the func- 
tions of the Central Government and not of the Piovincial Govern- 
ments Further, the latter might themselves desue such an institu- 
tion so as to establish direct connexion with the large spending depint- 
ments of the Central Government as well as direct correlation foi 
the mdustiies as a whole with railway rates, customs, stores pui chase 
and other policies of the Central Government Pending the forma- 
tion of an All-India Industrial Corporation, the Provincial Corpora- 
tions might, for mattei s of common interest, combine into a Central 
Association Legislation on the lines of the Madras State Aid to 
Industries Act should be enacted in other provinces to prowde credit 
facilities to new and nascent modern industries, or cottage indus- 
lues Any Government assistance in regard to provision of capital 
under such legislation should be given thiough the Provinaal 
Industrial Corpoiation wheie one has been established 
^55 New scheme of industrial finance in the United Provinces — 
The Government of the United Pi evinces received the approval of the 
Provincial Legislature in June 1936 for their scheme for the flotation 
of a company as a state-aided pii’^ate entei prise for industrial credit 
The broad outline of the scheme for the Industrial Credit Company 01 
Banking Corporation is as follows Subscribed capital about Rs 30 
lakhs , paid-up capital about Rs 15 lakhs with permission to supple- 
ment Its own capital by raising long-teim deposits and loans It will 
also have the power of issuing debentures The Company may have a 
Directorate of six or seven membeis, some of whom may he nominated 
The Government’s sanction may be nccessaiy for the appointments of 
the manager and other supeiior staff The Company may establish 
branches at important mofussil centres and may set up local committees 
at such centres The Government's assistance may be given in the 
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following forms (1) dividend on paid-up capital may be gu^aranteed at 
a specified rate, (11) interest on debentures issued with the Govern- 
ment's consent may be guaranteed at a specified percentage, (111) 
subsidy towards the expenses of management The maximum rate 
of interest noimally chaigeable to mdustiialists will be prescribed 
The maximum rates of dividend may also be limited 

The scheme foi the Marketing and Financing Company is linked 
to that of the Ciedit Company, the lattei underwriting its capital of 
Rs 5 lakhs The Marketing Company will not only market the 
goods on a consignment basis and do geneial mathia (commission) 
work, but will also make small advances £01 raw materials or against 
finished goods left with the Company for sale The Governments 
assistance to the Company may take the form of an annual subsidy and 
contribution towaids the cost of educative piopaganda, publlclt^, 
adveitisement, etc 

The scheme outlined above is the flxst notable attempt in India to 
place industrial finance on a sound footing with the help of the State 
^56 Bombay Committee’s scheme of a Small Industries Bank ^ — 
The Bombay Economic and Industrial Suivey Committee has lecently 
(1940) suggested that a Small Industiies Bank with a capital of Rs ->5 
lakhs be promoted, foi the financing of small-scale industries, by the 
Piovmcial Goveinmenl A minimum late of dividend (say 4 pei cent) 
should be guaranteed by the Government The Government should 
be lepiesented on the directorate of the bank and the services of 
CoveinmoAt technical experts should be made available to it foi con- 
Sideiing any scheme that may be put befoie it by small industrialists 
The bank should oidinarily confine itself to making advances to exist 
mg concerns either foi the puipose of working capital or foi the 
purpose of extension and impiovement of then capital equipment 
The Committee expicss then pieference foi such a semi-official organi 
/ation to Coveinment agency foi making loans to industrial units 
The Committee lightly conclude that the difficulty of obtaining finance 
IS even gieatei foi small scale concefns than foi large organized indus 
tiies, and only a sepaiate industiial bank can solve their problem 
^57 The hoarding habit — The habit of hoaidmg to which the 
Indian people are supposed to be addicted m an unusual degree has 
long been the subject of comment among Euroj^ean economists The 
description of India as a bottomless sink of piecious metals is well 
known With lefeience to the supposed insatiable hunger of India 
loi gold and sihei, it lias been picturesquely obser\ed that The 
piecious metals aie taken out of the earth by one colouied race and 
put back into u by aiiothei colo'iiied lace’ It is likewise said that 
gold once passed info geneial consumption in India is permanently 

Refoii 0$ the Bombay Economic and Industrial Survey Comimttee, par 21c) 
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lobt to the lest oi the \voild Until leccntl), Euiope has contemplated 
the steady absorption of the piecious metals by India with amused 
wondeiment not unmived with satisfaction If India had not 
swallowed up the gold and silvei, the output of which had been 
enoimously inci eased owing to the discoveiies m lecent times of new 
mines and improvements in the methods of exU action, a gieat derange 
ment in the economic life of Eiiiopean countries would have been 
caused by a heavy use in puces But latterly Euiopc has been show 
ing distinct signs of alaim and consternation at the prospect of the 
Indian ‘sink' continuing to ptrfoim its agedong function with 
habitual thoioughness In 1924 5, when England and other countries 
of Euiope were stiugglmg to stabilize then cuiiencies, India, entirel) 
unmindful of the needs of Euiope, added no less than £*50 millions 
worth of gold to ha hoaids, which was legaided as peifcctly shocking ^ 

The Indian hoaids have been variously estimated Probably the 
earliest estimate was that of El D Macleod, who was the fiist economist 
to get the Indian hoaid on his biaiii He toimcnted himself witb^thc 
belief that the Indian hoards must be no less than £300 millions 
Lord Cuizon estimated them at Rs 825 cioics, while Arnold Wiight, 
writing in the Financial Review of Reviews, Decembei igi6, put them 
at £700 millions Mr E L Puce is inclined to accept a recent 
estimate of the American Tiade Gommissionei , namely £1,000 
millions Mr Fiancis Skriiie thinks that even this is very much of an 
underestimate- Sn James Giigg lecently (Septembei 1938) leferred 
to a tentative estimate given in the annual Repoit of tlie Basak foi 
International Settlements foi 1934-5 '^ccoiding to which the gold 
Iioaided in India from 1493 amounted to at least Rs 1,454 

croies So that, with eveiy fiesh calculatoi the calculations have 
pioeteded in a legulai ciescendo movement 

In complaining of India’s consumption of gold and silvei, 
Euiopean writers have often seemed to impute a djouble dose of original 
sm to the Indian people and 4:his apparent attempt ‘ to fasten on 
India an exceptional and invidious lesponsibihty for the consump- 
tion of gold' 3 has provoked heated reioi ts Some of these retorts are 
of the iu quoque It is not India alone, it is pointed out, that 

IS addicted to the consumption of gold The United States absoibed 
nearly £500,000,000 woith of gold fiom 1916-23^ and with tvo-thirds 
of the monetary gold supply concentiated m New Yoik and Pans the 

^ This contention has lost much of its force owing to the export from India 
of over Rs 351 crores worth of gold between September 3931 (when the rupee 
w’-as linked to sterling at is 6 d ) and the end of January 1940 See ante, 
ch vin, §22 On the other hand, consideiable gold hoarding has been taking 
place m the USA and sevei al European countries in recent yeat s 

^ See Gubbay, op c^t , pp 23 and 38 

^ Memorandutfi®^ of Sir Stanley Reed to the Babmgton Smith ^Committee 
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passion ioi hoauhng could scaiceiy be regaided as an Indian monopoiv 
A good deal of the gold m these centres is no doubt concentiated in 
the central banking ieser\es, and if a similai use of it has not been 
possible in India, is it not the faulty cuirency system (the gold 
exchange standaid), which was prevalent foi a long time m India that 
IS at least partly answeiable foi this? Those who bewail the hoaids 
of India geneially £01 get that part of the gold absorbed by India is 
used foi industiial and domestic purposes, and, as Sir Stanley Reed 
remaiks ‘ Eveiy coiinti) in the world uses gold and silver for indus 
tiial and domestic purposes, and it induces a sense of angry injustice 
to find that the Indian demand foi the piecious metals for precisely 
the same pm poses is perverted into senseless hoarding* Considei- 
ing that India has a population amounting to about a fifth of the 
total population of the world, hei annual (pie 1914) consumption of 
about 20 pel cent of the 01 Id's output of gold cannot be regarded as 
disproportionate 01 excessive ^ 

^ \nd when once it is granted that the Indian demand for gold and 
silver IS not abnormal, all things considcied, this acquits India of any 
paiticulai responsibility lor hindering the cunency stabilization in 
othei countries If India’s legitimate demand for the precious metals 
IS embarrassing to othei countries, the latter must and will in comse 
of time devise currency systems less dependent on gold than they have 
been in the past It is also possible that India may m course of time 
take her share in any general world wide movement for economizing 
the a^ailaBle supply of gold, but she resents the suggestion that she is 
m a special sense responsible for the scarcity felt by other countries ^ 
All that has been said above aims at showing that the amount of 
hoards in India, propeily so called, is generally grossly exaggerated 
It would, however, be flying in the face of facts to deny the existence 
of hoaids altogethei India has undoubtedly been a very laige 
absorber of gold for non-currency uses, and hei present stocks of the 
metal immobilized 6y being hoarde^ must be veiy considerable 

It need scaicely be pointed out that this is by no means a sign of 
wealth and prosperity The hoaids aie, for the most part, held in 
millions of scattered, individually insignificant amounts and, moreover, 

^ It IS sometimes urged m explanation and justification of the large imports 
of gold into India that they are after all due to India’s fa\ourable balance of trade, 
caused by the keen demand for her goods on the part of her foreign customers 
This contention, however, appears to us to be of little value It must be 
remembered that India is as anxious to sell, as foreign countries are anxious to 
buy, her goods, and if gold is sent to her in settlement of her trade balance it is 
because she prefers it to other commodities 

* As suggested above, the outcry latterly has been principally against the 
United States and France, and their policy of steriliimg enormous quantities 
of the worfd’s annual supply ^of gold in the vaults ^of their central banking 
institutions, In^ead of using the goW for increasing the volullae of currency and 
credit * 



B 4 NKING AND CREDIT 425 

6eing turned a\^ay from productne uses, they aie moie pioperly re 
garded as a cause of poverty than as an index of prospeiity 

It IS a moot point whethei it is peinnssible to legard gold and 
silver ornaments as constituting pait of the hoaids to the extent of 
their full value, though it is usual to assume them as such But there 
seems to be no reason why jewellery worn loi pm poses of peisonal 
adornment should be looked upon as hoaiding any moic than gold 
used let us say, ioi stopping teeth Both aic toiins of consumption 
of wealth rathei than oJ saving It is no doubt tiue that when 
people in India turn gold and silvei into ornaments, they geneially do 
so with the double object of peisonal adornment and holding wealth in 
store against a lamy day"^ All the same it is necessaiy to distinguish 
between the two motives, and the piecious metals can be legarded as 
hoards only in so fai as they aie intended to be stoies of value 

IVhether the Indian people aic not moidinaiely fond of orna 
ments and jewelleiy and w^hether they do not invest a dispiopoi donate 
amount of their eainings in them is a question which falls mto^the 
^ame category as a similar doleful inquiry which may be made, for 
example, with lefeience to the English woikinan, asking whether he 
IS not more fond of beer than is gc>od foi him and whethei he would 
not benefit more by spending his money in other ways Both are ques- 
tions 1 elating to intelligent and well-ordeied consumption The 
spread of the banking habit is no moie a cme for misguided expendi- 
ture on ornaments than it is a cuie for misguided expenditure on dunk 
(though, of course, in so far as ornaments are legaided as’subskitutes 
for banks, piovision of banking facilities will tend to dimmish the 
investment jn ornaments) The Indian peasant indeed often spends 
money on ornaments for* himself and for his wife, when perhaps he 
ought to spend tlie money on a mosquito net or on more and better 
food The use of gold and silver is in some cases forced by custom and 
plays an important pait in social ceremonies sanctioned by religion 
and tradition These aie legret^able facts, but to ieme(Jy them we 
must rely on the development of a better sense oi values as well as 
on the softening of the rigour of social and religious custom through 
^education and the pi ogress of geneial enlightenment But it must be 
clearly understood that this aspect of the matter is concerned with 
better or worse modes of consumption and expenditure and has 
nothing to do with hoarding proper, the underlying idea of which is 
saving 

When all the allowances suggested by the considerations advanced 
above are made, there still remains a certain residuum for which 

^ The Babmgton Smith Committee also call attention to the practical considera- 
tion that a woman, whether Hindu or Muslim, who possesses gold and silver 
orn iments, or coins Converted into ornaments, is enfttled to hold them^ as her personal 
property 
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the piopei name, it must he admitted, is hoaiding HaMug giaiilcc^’ 
that the evil does exist to some extent wc must now piocced to analyst 
Its causes Wc have moie than once lefeiied to the faulty system 
of curiency as a conuibuioiy cause But the piincipal cause is 
tound in the nuineious invasions to ivliich India tv as subjected iii 
the past and the continued inismle and msecuiity of life and pio- 
peity fiom which she sufltied The habit that Tvas contracted in 
times of insecuiitv has continued to suivive in times of well 
established peace and security The piesent obstacles in the path of 
lefoim aic the illiteiacy of the population and the absence of 
adequate banking facilities Dining 19267 and 19278, the average 
net impoits of gold wcie only Rs 1,875 lakhs as eompaied with 
an aveiagc of Rs 2,815 lakhs foi the five pie war yeais (1909 14) In 
19289 the net mipoits weie Rs 1 j.22 lakhs, which meant a diop of 
piactically one-thiid when eompaied with the pievious year Since 
1931 there has actually been, as alieady pointed out, a laige net expoil 
of^old fiom India Tins, togethei with the gieat success of lecem 
Government loans indicates a ceil am welcome mciease m the invest 
ment habit , but 6nly the fiingc of the pioblem has, as yet, beei^ 
touched, and foi its complete solution w^e must look to widespiead 
education and a much gieatei extension of banking facilities The 
question of tempting the hoards into pioductive employment has 
latterly assumed a new impoitancc For though it may be true that 
the absence of a sound cuiiency has encouiaged the habit of hoarding, 
It IS ^Iso tiue, on the othei hand, that unless the hoaids come out, it 
would be difficult for any eunency system, howevei well devised, to 
function satisfactonly Foi example, if hoaidmg persists, the contioi 
of currency and ciedit in the best possible way by the curiency autho 
iity would piesent insupeiable difficulties The extension of banking, 
which IS suggested as a cuie foi hoaidmg, is itself rendeicd difficult by 
hoarding Foi how can banks caiiy on, if peo23le will not put then 
money into them ^ But the othci question is equally peitmenl 
namely, how can people put money into a bank, if theie is no bank 
to put it into ? It IS thus a case of action and’ leaction and the only 
lemedy is to cieate as many ciedit msUtulions as possible and as gicat 
a variety of them as possible to suit the different needs and tastes of 
the people, leaving education and continuous piopaganda to do the 
lest ' 

^58 Fighting the hoaMing habit — Vaiious suggestions have been 
made for impioving the piesent banking organization and fighting the 
hoarding habit Some of them taken individually may appeal trifling, 
but the combined effect of all of them is bound to be very considciable. 
We shall mention some oi^ these suggestions • 

(1) Tlifc Post Office IS a ubiquitous agency and it should be utiliz- 
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td to Its inmost cdpauty loi piomoting the investment habit I he 
woik It IS aheady doing in this field has been noticed above and 
some improvements have been suggested Othei suggestions aie that 
(a) the interest on Post Office fi\ e years cash cei tificates might be allow- 
ed to accrue aftci the fust and each subsequent quartei instead of the 
fouith as at piesent, (b) the limit of the total amount of cash ceitih 
cates in the case of ]oint holdeis, banks ind co operative societies may 
be laised , (c) the Savings Bank pass books should be bilingual, one of 
the languages being English, and the othei the piincipal language of 
the pait of the proMuce in which the head office of issue is situa- 
ted , deposits by means oC eheques should be peimitted, as well as 
operating on the Savings Banks accounts by cheques, (d) increased 
facilities should be afloideci b}- the Post Office to investois foi the 
purchase and sale of Government secuiities an^l foi their safe custody 
(11) Accoidmg to the Hilton Young Commission’s suggestion, gold 
cei tificates should be introduced as soon as ieasibie 

(ill) The Bihat and Oiissa Banking Committee lecommend 
special Women’s Cash Cei tificates whicli would be called Stiidlian 
Certificates, and which would be issued to women only at peihaps 
a late slightly highct than the cuDjenl late of mteiesi^ 

(ivj The Goveinment, as well as municipalities and local bodies^ 
should make and accept payment by cheque as fai as possible 

(v) National Savings Associations on the lines of those staited 
in England should be foimed foi promoting thiift and for familiai- 
izing the small savei with safe and pi ofi table modes of investment 
§59 Extension of banking facilities — Compaiedwnth othei civilized 
countries, the numbei of banLs in India is wholly inadequate to the 
leal needs of the cou^tl^ On 31 Decembci 1937 theie weie only 587 
head offices with 1,409- blanches of banks including agencies, thiough- 
oiit the whole of India excluding Buima Theie weie in 1928 only 
339 towns in the whole of India seived by either a bank 01 
blanch 01 an agency of a bank ^ This numbei ot 339 against the total 
number of 2,300 towns stiongly emphasizes the need for speeding up 
the expansion and progress of eommeicial banking in this country^ 
The following table gives an mteu sting comparison of banking 
facilities m diffcicnt countries, m the pic depression peiiod 

In spite of the consideiable mcieasc in the numbei of banking 

Sir B N Mitra, speaking before a gatheiing of students at Bangaloie, exhorted 
them to make then sisteis understand that ‘ pveiy ounce of precious metals the} 
discarded would enable them to foige a link foi the golden necklace of economic 
independence xound the neck of then motherland ’ 

“ These branches i^eie distributed as follows 7 offices and branches of the Bank- 
ing Department of the Reserve Bank, 154 blanches of the Impel lal Bank, S8 of die 
Exchange Banks, and 1,160 of the Indian jo nt-stock banks StaUsUca^ Tables- 
1 elating to Bankmtn India (1937), pai 14 
^ C B R , ^69 
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Banking offices in Indio and in hocign Coiuitius on 5/ 
Decembei 1^24 ^ 


Name of Country 

No of Ranking 
Ofhees 

No of Banking | 
Offices per 
Million of j 

Population 1 

No of Banking 
Offices per 
2,700 sq miles 

United Kingdom 

11,976 

285 

362 

United States 

^0,000 

2<;b 

20 

Japan 

7.46'! 

92 

! So 

Canada 

4.883 

448 

3 

India 

1 

596 

2 

I 


offices dm mg the present war (see §53 above), the contention holds 
that banking facilities still lemain inadequate considering the size 
of the country, and the position of India as compared to the advanced 
countiics mentioned abo\e lemains almost as unfavouiable as before 
^ While It is clearly necessaiy to multiply banking institutions, it 
IS also necessaiy .to start diveise types of them Joint stock banking 
of the ordinary kind may not always be found to be suitable foi Indian 
conditions Othei moic suitable models which might be tried are 
furnished by the populai co opemtive banks m Germany and Italy 
These popular banks keep the shaies as low as possible in order to 
encourage the small imestoi \lso the dividend 1$ limited sometimes 
by law’^ and sometimes by custom Special terms are offered to pooi 
investois as an encouragement to saving, and loans are advanced at 
low rates • Loans are also given on personal ciedit foi objects approved 
of by the banks Institutions of this kind are likely to flourish 
in India more than the usual kind of joint-stock - It is now 
for the Reserve Bank ot India wisely to guide banking progiess in 
this country 

§60 Institute of Bankers for India — As we ha\e already seen, one of 
the reasons for the bank failuies m 1913-14 was the geneiaily prevalent 
Ignorance of modern banking in Jndia The Indian Institute of 
Bankeis, which was registered at Bombay iindei the Indian Companies 
Act on 20 April 19^8, is calculated to remedy this defect in some 
measure The mam objects of the Institute are, (1) to support and 
protect the character, status and interests of persons engaged in or con- 
nected with the business of banking generally and especially in India, 
and consider all questionb- affecting them , (n) to encourage the study 
of the theory of banking and for that purpose to institute a scheme of 
examinations and grant of certificates, scholarships and prizes , 
(ill) to spread information on banking and kmdi^d subjects by means 
of lectures, discussions, periodicals, books, correspondence with public 

Presidential Address of Principal M L Tannan, Indian Economic Conference, 
Calcutta, 1 027 • * « 

** Gubba/, op cit , 29-32 
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bodies or individuals, etc (iv) to collect and circulate statistics and 
-other information lelatmg to the subject of banking m India i 

The examinations held by the Institute have alieady become 
established The Institute also conducts a journal The Icc tines 
deliveied undei its auspices in Bombay and Calcutta ha\e atti acted 
large and appreciatiie audiences The facilities £oi the study of 
banking, howevei, are at piesent confined to the Presidency towns 
As funds permit, the Institute should endeavour to extend them up 
country by means of correspondence courses, branch libraiies, local 
lectures and colleges The Central Banking Enquiry Committee re 
commend that the Institute should make arrangements foi unncrsity 
lectures and courses of instruction at diflEerent centres in the subjects 
included in its curriculum ^ It is hoped that the Institute may 
develop as a medium for co ordinatmg banking practice in India 


* See Mem<jran-dum and Articles of AssoaaUon of the Indmn Institute of 
Rankifs, 1928 " C B R , 761 
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Inti'oductoi'y obseFffations — Befoie the ^val of 1914-18 tiieie 
IV IS only one budget loi the whole oi India, and the Provincial 
Gov Cl nnients had no independent poweis of taxation The Central 
Government was the only taxing authouty (unleJ^s we also take into 
account the veiy Innited poweis of taxation enjoyed by local bodies) 
Since that war theie has been almost complete sepaiation of Provincial 
fiom Genual finance, and the Indian hnancial system has been evolving 
on the lines of federal finance A consideiable change has also been 
going on foi the last half a centiii) 01 so in the lelatne position of 
the diffeient somces of icvenuc In the couise of th>s period the 
ia^d levenue has lost its old o\ ci shadowing impoitance and other 
sources of levenue have come into gieatei piominencc ^ The financial 
system of India has been lecently coming moie and more into lint 
with othei modem systems, as shown by the inci easing vaiiety of her 
taxes and the glowing reliance on diiect taxes like income tax 
Anothei gieat change has been with regaid to the position of laiiways 
in Indian finance, and we have aheady noticed then evolution fiom 
bioodsuckei to milch cow - Opium, ivhich not long ago used to 
make a biave show^ on the levenue side of the budget and was 
second m importance only to land leveniie, has suffeied almost 1 
total eclipse as the lesult of India’s gicat essay in philanthropic 
Imance, and the small Budget revenue shown undei this head smee 
1935 IS derived fiom excise on opium sold foi consumption in India 
§2 Classification of Indian revenues — \Vc may now pioceed to 
consider Indian finance fiist on the levenue side and secondly on 
the expen ditiue side 

Indian revenues can be classified accoidmg to the authontic^ 

^ ‘ The land revenue winch was the mainstay of the Governmtnl 40 ycais age 
(1883-4), cOntiibutmg 53 15 pei cent of the whole leceipts, now (1923-4) contri- 
butes only 207') psr cent On the othei hand, customs has advanced fiom less 
than 3 per cent to over 24 per cent, and the income tax from i 32 pei cent to 
1230 per cent The share borne by excise (including silt duty) has fallen from- 
2^507 per cent to 2167 per cent, paitly owing to the reduction in the salt duly 
ind pattly no doubt to the diastic action taken in connexion with the intoxicants 
The shaies home by stamp duties, including probate duties (about 10 per cent) 
and local taxation have been moie consistent ^—Report of the htdzan Taxation 
Fnqmfv Committee, par 496 In calculating these peicentages the Committee have 
not taken into account the total levenues of India but only the total receipt*^ 
undei the heads of taxation, iifbluding therein also local taxCtion 

^ The miliTn-cow ran 4 r> dunng the years of depression 
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‘C.harged with the power of levying the taxes from which they are 
derived, as Provincial, Cential and Local (Revenues of Municipalities 
and Local Boards) Another classification as good as any oihei is 
the following i 

(i) Land Revenue -AN t have already dealt with the question 
whether land levenue is a lent or a tax, and seen that theie aie 
more leasons for calling it a tax than a lent ^ If this view is accepted, 
land revenue would be a direct tax like income-tax But since in 
this controveisy absolute ceititude is unattainable, it would perhaps 
be better to cut the Goidian knot by regarding land revenue as a class 
by Itself (ii) Taxation Revenue — Undo, this head w^e have the 
iitsual sub classes of direct taxes and indiiect taxes The income- 
tax and other assessed taxes and the land cesses included under 
j^rovmcial rates are instances of the foimei The salt tax, excise, 
customs, stamps and legistration are the piincipal indiiect taxes m 
India (in) Public monopolies —This head includes the icvenue 
from forests and opium (iv) Commercial —Railways, nii- 

gation, public works, posts and telegiaphs (v) Miscellaneous 
) eceipis —Psiyments fiom Indian States, depai tmental receipts, etc 
{vi) Interest on loans given to local bodies. Provincial Governments 
and Indian States 


CiNTR^L Heads or Rfvenul 

*1 History of the customs tariff — {A)~Import Tariff tn the penod 
before the war of ipi f-iS —Until 19^4, the Indian tariff had 
been on a sciupuloiislv conscientious liee tiade basis Tins involved 
\eiy model ate nnpoit duties Betoie the Mutiny theie was an 
import duty of 5 pei cent on hnishcd’ goods and $1/) pci cent 
on law pioducc Goods impoited in non British ships had to 
pay double the oidmaiy scale of duties till 1848 Aitci that date 
the nationality of the shipping was ignored, though dilTeientiai 
duties continued to be levied up to 1859 m accoi dance with the 
nationality of the goods, being* double the oidinaiy late on non 
Biitish goods On account of the financial stiingency which fol 
lowed the Mutiny, this distinction was abolished and the gencial 
late was laised to 10 pei cent It was 1 educed to pei cent in 
1864 and 5 per cent in 1875 And eventually in 1882 all customs 
duties weic abolished imdei piessiue fiom the Biitish Go^ eminent 
nispned by the Manchestei inteiest and in spite of the opposition 
of the then Viceioy, Loid Noithbiook 

Between 1882 and 1894 theie wcie thus pi ictically no impoit 
duties But in 1891 owing to financial stiingency caused by the 


^ See K T Shah, Sixty Years of Indian Finance (second edition), pp 214-15 
* See voL I, ^ xu, §30 * 
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falling rupee, a 5 per cent ad valorem general unport duty was 
imf)Osed Cotton yarn and piece goods, and certain other goods^ 
however, weie excluded from the opeiation ol the tantt 

Between 1899 and 1904, certain countervailing duties were 
imposed on bounty-fed sugar coming horn Germany, Austria, 
Denmark and so forth These were subsequently lemoved, the last 
duty of the kind being cancelled in 1912 Then only effect was 
to diveit the import trade in sugar fiom German} and Austria to 
other countiies like Mauritius and Java where the system of bounties 
did not exist 

The only other impoitant changes before the last war in the 
import tariff were effected m 191011, when, to compensate £01 the 
loss of the revenue fiom opium and to meet additional expenditure, 
higher import duties were levied on silvei bullion oi coin, and 
peti oleum 

At the end of 1894 it was decided to Icv) a 5 pei cent impoit 
duly on cotton fabrics and yarn, but to propitiate Manchester a 
dut^ of 5 per cent was levied on yarns of 20 counts and above 
produced m Indian mills This excise on yarn did not give full 
satisfaction to Lancashue, and tljciefore, in 1896, the import duty 
on cotton piece goods was loweied to excise 

duty at the same late was placed on all Indian mill-woven cloth 
cotton yarn, whether foreign or local, being altogether exempted 
from any duty 

This measuic was bitterly resented in India The excise duty 
seemed to injuie India without benefiting Manchester As was 
pointed out by Su James Westland, 94 per cent of the cotton 
^manufactures of India were outside the lange of any competition 
with Manchestei, being of coaisci qualities (24s and under). 
Manchester had' an absolute monopoly of the finer qualities of 
goods and the bulk^of its trade consisted of piece goods of counts 
about 30 or, somewhat finer, and India could only pioduce goods of 
counts 26 or over m small quantities and under difficulties Lastly, 
the 1 eduction of the impoit duty from 5 to 3!/^ per cent would 
benefit the richer consumers of foieign cloth, while the home excise 

3^4 cent would affect the pool consumer adveisely The 
case against the excise duty appeared unanswerable But, as was 
wittily remaiked by an Indian member of the Imperial Legislative 
Council, so long as Lancashire sent sixty members to Westminster, 
the Bnt’sh Goveinment would alwa}s ha^c sixty good leasons for 
maintaining the duty, and thus the duty lemained, m spite of 
continued opposition on the pait of 'the people, till it was finally 
abandoned in 1926 
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(B) Export Tauff befoie the wm of —Until i860, 

export duties were an integral fcatuic oi the early tanfE policy 
and were levied generally at the lale ol 3 per cent ad valorem 
on practically all expoits Though the duties weie low and 
solely for revenue purposes the principle ot expoit duties was 
regarded as economically unsound and likely to do injury to 
the expoii tiade by encoui aging foieign competition Accordingly 
a consistent policy of abolition was pm sued from i860 to 1880, so 
that at the latter date only the expoit duty on rice was allowed to 
lemam In 1903, a tiiftmg duty was levied at the lequcst of the 
Indian tea industry on the export ol tea 1 

§4 Customs tariff during the war ( 1914 - 18 ) and ipost-war period — 
Extensive changes in the customs tariff weic intioduced during the 
war and the postwar peiiod which aie biiefly summarized below 

(A) Import Duties --The geneial ad valorem duty w’^as raised 
to yi/2 per cent in 1916 17 (cotton piece-goods, howevei, weie not 
raised to 7I/2 pei cent till 1917-18) , to 11 pei cent in 1921-^ (includ- 
ing cotton piece-goods) , and to 15 pei cent in 1922 5 (cotton goo^s 
remaining at 11 per cent) Railw^ay materials weie taxed at 214 
per cent in 1916-17, and the tax w^as raised to 10 per cent m 1922 3 
Iron and steel were raised from 1 pc/ cent to 2^ per cent in 1916-17, 
and to 10 pel cent in 1922-3 Sugai was increased fiom 5 to 10 
per cent in 1916-17, and fiom 15 pei cent to 25 per cent in 19223 
Machinery and stores fox cotton-spinnmg ,and weaving weie taxed 
at 2^4 P^T cent m 19212, but exempted later on A high specific 
duty on matches at 12 annas per gioss boxes was imposed ’in 1921-2 
instead of the 71/^ per cent ad valorem duty This duty was doubled 
in 1922-3 Luxuiy goods like motoi cais, cinema films, watches, 
silk piece-goods, etc, were raised fiom 7I/0 pei cent to 20 pei cent 
m 1921-2 and 30 pei cent in 1922-3 The duty on motoi cars was 
1 educed from 30 to 20 pei cent and that on tyres was reduced from 
30 to 15 per cent in 1927-8, in accoi dance wuth the recommendation 
of the Taxation Enquiry Commit!»tee, which stressed the ijnportance 
of encom aging motor tiansport in India The reduction in the 
duty left a wider margin for Provincial taxation on useis of motoi 
cars for the improvement and development of the Piovmcial systems 
of road communication The tobacco duties weie raised to 75 pei 
cent ad valorem for cigais and cigarettes m 1922-3 In 19278 the 
duty on unmanufactured tobacco was laised from Re 1 to Re 1-8 
per lb A 5 pei cent duty w^as imposed on foieign cotton yarn 
which had beeen free since 1893 We have alieady noticed the 
recent changes legardmg foreign cotton yarn as also the raising of 
the revenue duty in 1930 on cotton piece-goods from 11 pei cent 


^ See vol I, ch vi, §7, i:i(i9 
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to 15 pei cent ad aalonni ind the imposition o£ an additional 5 
per cent protecine dutv foi thuc yeais on nomBiitish goods ^ 
A- duty of one anna pti gallon was put upon kerosene and peiio- 
leiim, with cl coiiesponding c\cisc duty on the home products 
The duty on impoitcd lujnois wis increased in 19212 and again 

m 1922-3 

In 1930, die sihei duty oi | annas pei oz was le imposed (it 
liid been abolished in 1920) Flic Finance Act of 1930 mtioduced 
an allround increase in the jnipoit duty on sugai 

The acute economic clcpicssion and heavy deficits in the Central 
Budget led to fuithei hea\y and extensive mci eases in the impoit 
duties to piOMde additional financial resources Foi example, the 
Iinaiice Act oi 1931 (Maich) iiilioduced (1) ma eases m the sub 
stantive lates, in the case oi duties on liquois, sugai silvei, and cinema 
films and (11) additional impositions of the natuie of suichaiges 
langing fiom ai/i pei cent to 15 per cent 

The Supplemcntaiy Finance \ct of 1931 (November) effected 
fuithei inci eases in the impoii duties on law cotton, machmei'y, 
dyes, aitificial silk yam, silk piece goods and electric bulbs, and 
levied a suicliaige of of the existing lates on all customs imports 
including suichaiges imposed bt the piecedmg Finance Act The 
lesiilts of these heavy inei cases weie not altogethei satisfactoiy, 
and m ccitain cases a tenclencv towaicls diminishing 1 etui ns was in 
evidence, le a moie than piopoiiionate 1 eduction m the volume of 
the irnpoit iiade, though this was undoubtedly also due partly 
to t}\p sev^ie tiade depiession 

The Indian Taiiff (Ottawa Trade Agieement) Amendment Act 
of 1932 gave effect to the Ottaw^a liade 4 gi cement of July- August 
1932 On the pait of India this Agieement imohed the grant to 
the United Kingdom of a 7^^ pei cent piefcrence on ceitam classes 
■of motoi vehicles and a lo pei cent tauff piefeience on ceitain 
othci classes of goods, theie being a special anangement foi iron 
and steel gpods The Tanfl Vmendment Act made necessaiy changes 
m Schedule 11 to the Inch in lariff Act, iSqp with effect from 
1 Januaiy 1933 iiecessai\ pielciencc was piovided foi eithei 

by raising the previous rate all louncl oi partly by laismg and partly 
by loweimg it the siandaid late m no case went beyond 50 per 
cent ad valorem The same Finance Act also leduced the impoit 
duty on silvei by 2^^ annas 1 e to 5 as 

The Finance \cts of 1934 and 193^ 1 educed the duty on silvei 
to fy as and 2 as pei ounce lespectnely to discouiage smuggling 
and to remove a possible obstacle to the levnal of tiade in the 
'ivdiite metal At the same time the excise duty on siNci was 

^ See anie, ch n, §^^-14 for these and subsequent chinges m the cotton 
ti \tile duties ® 
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i educed to coirespond with the t educed uiipott duty But the 
Finance Act of 1937 mci eased as a re\cnue measme the impoit 
duty, and coiiespondmgly also the excise duty on silver to 3 as 
per ounce ^ 

The impoit duty on law cotton was enhanced fiom six pies 
to one anna per lb by the Indian Finance xAct of 1939 The 
incieased levenue duty was lesented by the miil-owneis as calculated 
to handicap the pioduction of finei cotton fabiics in Indian mills, 
unless It led to the giowth of long staple cotton m the countiy 
itself 

The Indian Taiiff (Thud Amendment) Act (May 1939) 
effect to changes consequent on the piovisions of the new Indo- 
Biitish Tiade Agieement which leplaced the Ottawa Agieement 
On the pait of India the new Agieement involved the grant to the 
United Kingdom of a 7^ pei cent taiifl piefeicnce on ceitain 
classes of motoi vehicles and a 10 pei cent piefeience on ceitain. 
classes of goods'* We have aheadv'^ lefeiied to the reduction in 
the ixnpoit duties on Biitish cotton puce goods is pait of the new 
Agi eement 

The Finance Act oi 1941 mci eased the impoit duty leviable on 
aitificial silk yam and tluead honi 3 to 5 as pei lb , as pait of the 
additional taxation levied loi financing a pan of the increased 
expenditme caused by the wai An all-iound customs surdiarge of 
so pei cent was levied in 1942-3 on the existing import tariff except 
on law cotton, petrol and salt and the petiol tax was also increased 
by 25 pci cent The incieased suichaige on tobacco und spiiits 
undei customs as pioposed in the budget loi i9j.p5 is expected to 
bring an additional levenue of Rs 1 cioie 

(B) ExpO}t Diifus— In 1916-17, two new expoit duties weie 
levied on tea and jute In the ease of tea the expoit duty was' fixed 
at Re 1-8 This duty was abolished in 1927 8 but its abolition v.as 
accomplished by an inciease m the income tax assessment on the 
profits of the tea industiy In the case of jute^ 'the export duty was 
fixed at Rs 2-4 per bale of 400 11 ?, being appioximately equivalent to 
an ad valoiem duty of 3 per cent Manufactuied jute was chaiged 
at the late of Rs 10 pei ton on sacking and Rs 16 per ton on 
hessians In 1917-18, the export duties on jutes wcie doubled In 
October 1919, a 15 per cent ad ualorem duty was levied on raw hides 
and skins as a measure of piotection to the Indian tanning industry 
The subsequent history of the duty and its reduction to 5 pei cent 
hav’^e. aheady been noticed^ The Finance Act of 1930 reduced the 

^ Changes m th#» protective duties on sugui ue reviewed m v^ol I, ch vi 
xpp aiso §6 

For furthei particulars see ch mu Sei ch u, §14 ante 

* ylntp, ch 11, §28 
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export duty on rice by one quartei, that is, from 3 annas to 2 annas 
3 pies a maund, to meet the woild fall in the price of iice and to 
put Burma on an equality with Siam-Burma’s puncipal competitor 
in the trade-~and as an act of justice and help to the Burmese culti- 
vator 

The Finance Act of 1934 abolished the export duty on law 
hides since the export tiade m hides, especially with Germany, had 
been dwindling The lemoval of the duty was expected to airest 
this tendency The Finance Act of the following year (1935) abolished 
the expoit duty on raw skins in older to assist the geneial levival of 
the expoit tiade The arguments in favoui of retaining these duties 
in the interest of the Indian tanning and leather industries have 
aheady been noticed 1 

Under the Agricultmai Produce Cess Act of 1940 an expoit 
cess at the rate of Y2 pci cent ad valo'iem was levied on certain specified 
articles (such as bones, buttei, wheat, seeds, skins, tobacco, raw wool, 
etc) which weie not aheady subject to an export duty 01 cess, with 
a view to placing the Impeiial Council of Agricultmai Research 
in a moie secuie financial position 

The needs of finance during the wai of 1914-18 and the post- 
war financial deficits called into existence a marked tendency of 
greater and gi eater leliance on customs duties The giowth of 
revenue (Receipts less Refunds and shaie of jute export duty 
assigned to piovinces) fiom customs fiom 1913 14 to 1944-5 is shown 
below - 


Growth of Customs Reuemie 


\ear 

Croies of lupees 

Year 

Crores of rupees 

1913-14 

II 13 

2932-3 

SI 96 

1918-19 

18 iH 

1933-4 

1 45 72 

1 92 1-2 

34 ¥ 

193S-6 

4673 

1922-3 

4»«5 

1946-7 

40 61* 

1934-5 

. 4 S 7 S 

1937-& 

43 II 

1926-7 

47 38 

1938-9 

40 51 

1928 9 

49 28 

1939-40 

45 88 

1929-30 

51 28 1 

1942-3 

25 12 

1930-1 

46 81 

1944-S Budget 

28 00 

193 1-2 

4644 




It will be seen that the customs revenue has been adveiseiy 
affected by the picscnt wai not only by the cessation of tiade with 

^ Ante, ch 11, §28 

The revenue from Central Excise duties is shown separately since 1937-S- 
§6) 

* Revenue attubutable to Burma has been excluded The customs revenue 
attributable to Burma in 1937-8^ the first year of separation, was Rs 4 26 croies. 
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enemy countries but also by the restrictions on imports and shortage 
of shipping After the war it may be expected that the tendency 
towards continuous growth will reestablish itself 

All these changes effected undei the stress of financial stringency 
have changed the nature of the customs duties and the position occu- 
pied by them in the Indian fiscal system A high general duty, wide 
breaches m the principle of uniformity, a curtailed free list, special 
taxes on articles of luxury, and lastly, the imposition of new export 
duties, arc among the more important featmes of the new tariff as 
contrasted with the taiiff before 1914 

Till 1924 these changes in the taiiff (except as regaids the export 
duty on raw hides and skins) weie governed by revenue considerations 
only Some of the duties weie^ howevei, so high as to produce a 
definitely piotectivc effect \Vc have aheady noted how this strength- 
ened the case for a propeily thought out system of piotection in place 
of the haphazard protection which had thus come to be introduced 
Since the passing of the Steel Piotection Act of 1924, seveial frankly 
protectionist duties have been imposed As a result of the Ottawa 
Trade Agreement (19321) and the Indo-Biitish Trade Agreement 
(1939), the Indian uuiff has ceased to be a single decker one 
and IS characterized by taiiff piefeusnces for ceitam classes of goods 
imported fiom the United Kingdom, the Crown Colonies and 
Protectorates, thus diffeicntiating between imports from diffeient 
countries 

An analysis of the figuies of customs revenue m the period 
I9i3'i4 to 1924-5 by the Taxation Enquiiy Committee'* mdifiated 
a certain amount of shifting of the buiden fiom the richer classes 
to the geneial population ^ The 25 pei cent duty on sugar seems to 
have been chiefly lesponsible for this, as it had the effect of raising the 
price of country as well as imported sugar, and thus of ma easing the 
burden of taxation on the poorest classes who are large consumeis of 
both kinds Such must also be the general effect of the increases of 
the duties on imports, not only o(, sugar but also of cotton, goods and 
silver (1930 and 1931) and the increased excise on kerosene intro- 
duced by the Finance Act of 1930 The additional import duties and 
surcharges imposed by the Finance Acts of 1931 (March and Novem 
her) , as also the levy of excise duties on sugai and matches by the 
Finance Acts of 1934, 1940, and 1941 have had a similar tendency 
The reduction in the import and excise duties on silver has, however, 
given limited relief to the consuraei of sil\er in India 

Accoiding to a memorandum lecently (1939) prepared under 
the general direction of Dr Gregory, Economic Adviser to the Govern- 
ment of India, the weight of impoit duties presses most heavily on 


^ See Report of>^the Taxation Enquiiy ^ommtitei, par 145 
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goods of general consumption, less severely on luxury goods, and 
least on capital goods and raw mateiials ^ 

§5 Abolition of cotton excise duty — Tliroughoui all the successi\e 
increases on imported cotton goods, the excise duty, as will ha\e 
been noticed, lemained at the same old level of p/2 per cent This 
paved the way foi a complete abolition of this hated impost In 
March 1925 the Legislative Assembly passed a Resolution in favoui 
of the abolition of the duty and lefused the grant for the excise stafi 
The depressing situation of the Bombay cotton industry expedited 
the abolition of the duty On 16 September 1925, Sir Pmshotamdas 
Thakuidas’ Resolution was passed in the Assembly, praying for the 
suspension of the duty In November, the Government issued an 
ordinance suspending the duty, which was finally abolished on i Api il 
1926 

§6 Central excise duties.^ — i^i the Budget session of the Assembly 
(Match 1934) two new excise duties weie levied With effect from 
1 April 1934 The Sugar (Excise Duty) Act, 1934, imposed on (1) 
kh^ndsan sugar and (n) all other sugar, except palmyra sugar pro 
duced m a factoiy in Biitish India, an excise duty of (1) 10 as pei esvi, 
and (11) Re 1-5 pei cwt respectively This new excise duty was 
justified on the ground that it wasrneeded to fill the gap m the le venue 
caused by the greatly reduced imports of sugar in consequence of the 
grant of protection supplemented by the surchaige imposed by the 
Supplementary Budget of 1931 The development of the sugai 
industry m recent years, it was argued, had been veiy lapid and there 
was £fcdangei of ovei production owing to the unhealthy but unceitain 
stimulus given by the surcharges, which weie m excess of the piotec- 
tion lequiied by the home industiy The excise duty was intended 
to counterbalance the suichaige and to replace the loss of levenue 
On the othei hand, the new excise duty was opposed by certain nrem- 
beis of the Assembly on the ground that it was inconsistent with the 
Ooveinment’s policy of protecting the home industiy and that its 
imposition, within two yeais of th^ adoption of that policy would 
handicap the pi ogress of the Indian industry In older to meet the 
deficiency of customs levenue caused by a furthei chop in sugai 

' Theie appears to be a definite change in the natiue of India’s imports ui 
tecent years (say since 1926-7 onwards) The relative impoitance of goods of 
general consumption has diminished, imports of raw maUrnIs and capital goods 
have become more impoilant, while luxuries have maintainfd a moie or less 
.stable position See Lhe Burden of ihe hidiatt lariff, hy 1 E Gregoiy and 
W R Natn (Studies in Indian Lconomics issued by the I conomic A.dvisei), 
PP 45-6 

The Cential excise duties on keioscne, motoi spirit and silver have already 
been noticed There is also a Central excise duty on steel ingots and a small 
coal cess for assistance towards stowing under the Coal Mines Safety (Stowing) 
A>et of 1939 
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and textile impoits the Indian Finance Act, 1937 raised the excise 
duty on khandsain sugai fiom 10 as pei cwt to Re 1-5 pei cwt and on 
sugar^ othei than kliandsan or palmyia, from Re 1 5 pei cwt to Rs 2 
per cwt This change involved a change m the import duty on sugar , 
which was fixed at the rate at which the excise was leviable on sugai 
othei than khandsau or palmyia^ plus Rs 7-4 pei cwt , the substantive 
piotection to which the industiy was entitled The excise duty on 
khand^mi sugai was reduced to Re i pei cwt in pursuance oi Clause 
10 of the Sugar (Excise) Oidei, 1934 

The Indian Finance Act of 1940 raised the rate of the excise duty 
on sugai other than khandsmi sugai fiom Rs 2 to Rs 3 per cwt , which 
aiitoinatically incieascd the impoit duty by the same amount 1 The 
inaea^c xvas effected as pait of the piogiamme of highen taxation in 
India’s fust wai Budget (1940 1) 

The Matches (Excise Duty) Act, 1934, imposed on matches made 
in Biitish India and sold in boxes 01 booklets containing on an avei- 
age not moie than eight, an excise dut> of (1) Re 1 per gioss of boies 
01 booklets if the avciage numbei was 40 01 less, (11) Re 1^8 if the 
average numbei wras moie than 40 but less than 60 and (in) Rs 2 il 
the average number W’^as moie than 60 The Act also levised the 
customs duties on impoi ted matches in such a manner as to comprise 
laies which maintained the existing measme of protection to the 
Indian industry ovei and above the equivalent of the new excise duty 
This was justified by Sii George Schustei on the gioiind that i(^waj> need- 
ed so that the Government could lecoup then losses caused by grafting 
a half share in the jute export duty to the jute-growmg piovmces 
(Bengal^ Assam and Bihai) It was maintained that Bengal, which had 
been suffering fiom successive budget deficits since 1930, badly needed 
help from the Cential Government^ and that this policy was also in ac- 
coi dance with the lecommeiidation of the White Papei on Indian 
Constitutional Refoims (1933) The pioceeds of die match excise^ as 
also of a similai duty imposed by liStdian States, weie to be aedited to a 
common fund, the Indian States being given a share m propoition to 
the consumption of matches in their tenitoiy on a population basis 
The purpose to which the duty was to be ultimately put, viz to assist 
Bengal, evoked ciiticism fiom some piovmces that they were being 
penalized for having managed their finances better than Bengal The 
match excise duty "has also aeated a precedent £01 lefunds to Indian 
States of a tax levied by the Government of India on an article of 
universal consumption, which is bound to laise awkwaid issues in 
legal cl to the customs levenues’- 

The excise duty on matches w^s doubled andi a corresponding 

^ The same Act laised^the excise duty on motf)r spirit from 10 as to 12 as 
per gallon, and automaticall> increased the import dut} by the samr amount 
^ See K T Shah, Review of Indian Finance (1927-34), p 36 _ 
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inciease in the impoit duty was effected m Match 194^^ connexion 
with the new taxation scheme embodied in the Budget for 1941-2 as 
part of a plan foi meeting the heavy deficit arising from the increased 
expenditure caused by the war ^ 

§7 History of income-tax — Income-tax in India has a very long and 
chequered history A general income tax (from which agricultural 
incomes were not exempt) was first levied to meet the financial 
burdens of the Mutiny, for five years, at the end of which it ceased to 
opeiate in 1865 In 1867 another Act was passed imposing a license 
tax on professions and trades, excluding agriculture, which continued 
to be levied till the end of 1872-3 No further taxation was imposed 
till 1877, when a license tax was levied on tradeis and artisans to meet 
a portion of the Famine Insurance Grant, and Acts were passed m 
1878 for this puipose for the United Pi evinces, the Punjab, Madias, 
Bengal and Bombay These Acts remained in force until 1886 The 
license tax of 1878 was, however, converted into a general income-tax 
b/the Income-tax Act of 1886 applying to all India Under this Act, 
all souices of non agiicultural income were taxed On all annual 
incomes between Rs 500 and Rs 2,000 derived fiom salaries and inte 
lest on securities, a tax of 4 pies in the rupee was levied, while on 
incomes ovei Rs 2,000 and on all profits of companies the tax was 5 
pies, there being no further gradation of the tax Simiiai incomes 
deiived from othei sources were taxed at practically the same rates, 
chanties and leligious endowments being exempted In 1903, the 
favourable condition of the finances permitted exemption from the 
tax of incomes between 500 and 1,000 rupees 

The yield of the income-tax befoie 1914 was veiy small, being 
only about Rs 3 ciores, and the richer classes were allowed' to escape 
too lightly As a result of the increases effected during and since the 
war of 1914-18 (see §8 below) the yield increased to ovei Rs 22 
croies in 1921-2 But after the lates weie fmthei laised in 1922 the 
country passed through a serious and piolonged mdustiial depiession, 
and the yield of the tax deci eased fiom Rs 18 49 croies in 1923 4 to 
Rs 15 42 croies in 19278 Latei it slightly impioved as a lesiilt of 
the substantial increases m the rates of income-tax and supei-tax 
But owing to economic depression, the improvement fell shoit of 
the estimates and was not commensurate with the increases in the 
rates and the levy of surcharges The yield of the income-tax (exclu- 
sive of the small share given to the Provmcels) was Rs 17 13 crores 
1933-4. 17 54 crores m 1934-5, ^7 07 m 1935 6, and 15 34 m 1936-7 

At the same time a new excise duty of 10 per cent ad valorem was levied 
on pneumatic tyres and tubes manufactured m India An increase in the excise 
duty on tobacco is expected t» yield Rs 10 crores in 19^5 and an additional 
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The separation of Burma from 1 April 1937 was lesponsible for a loss 
of Rs 1 40 crores The following table shows the progressive 
inaease in the yield from the income-tax since 1938-9 and the growing 
propoition It bears to total revenue ^ 


In crores of 'iupees 


"^Including piovinces’ 
sh ire 

-^Total Tax 1 
Re\ enue 
(0 

*Total Taxes ^ 
on Income \ 

(2) I 

Percentage srf 
(2) to (t) 

1938-9 

7384 

17 28 

23 

1939-40 

81 85 

39 37 

24 

1940-1 

79 60 

25 93 

33 

1941-2 

103 26 

44 06 

43 

3942-3 

134 47 

8s 76 

64 

3943-4 (Bridget) 

1 165 96 

102 00 

61 

3943-4 (Revised) , 

199 16 

138 00 

69 

1944-5 (Budget) 

261 10 

182 50 

70 


The substantial inciease in the yield of income tax in recent 
years may be attributed to the Income -1 ax (Amendment) Act of 1939, 
increased industiial activity, esperjally since the commencement of 
war, introduction of the Excess Piofits Tax, ind the imposition of 
isurchaiges in 1940, ttc (See §9 below) , 

^8 Changes m mcome4ax during and since the war of 
summarized — 

1916 —Scale of pi egression introduced in the ordinary mcome tax 

1917 —A supei tax in addition to the oidmary income-tax on a 
progressive scale was introduced 

1918 —The machinery of collection was amended and improved 

1919 — (1) The fiee minimum income was raised fiom Rs 1,000 
to Rs 2^000 a yeai (11) Excess Wai -piofits tax was levied foi a yeai 
on incomes in excess of Rs 30,000, agiicultural incomes, incomes of 
professional classes and public seivants being exempted ^ 

1920— Abolition of the Excess Wai-piofits-tax Amendment of 
the Super-tax Act in legard to profits of companies and registered 
firms 

1921 The scale of piogiassion both m the ordinary income tax 
and the supei -tax revised and raised 

1922, 1930, 1931 (March) and 1931 (Novembei) —A further 
xevision of both the kinds of taxes m an upward diiection, including 
the levy of surchaiges and the loweiing of the free minimum income 
to Rs 1,000 (November 1931) 

^ Report on Currency and Finance (1913-4), P 4 ^ 

^ The Government claimed half of the excess profits, which were defined as 
the difference between profits returned in ^928-19 and the average of the 
profits returned inT^the two pre-war years and the first two yeHrs of the war 
Incomes below Rs 30,000 were exempted horn the fax 
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1923^ 1925 and 1936 —Reduction m the income tax latest on 
smallei incomes and in the sui charges (1935^) laising ot the 

fiee minimum income to Rs 2,000 (1936) 

1939 —Adoption oi the ‘ slab * system undei the Income Tax 
(Amendment) Act o£ 1939, mid abolition ot the siuchaiges 

The mam changes subsequent to 1939 ha\e been noted in the next 
section 


Rates of o)dincny income ta\ linden the Indian Finance Act 
of j^y) (Ma)ch)^ 


Based on the ‘ Slab ' System 


A In the case of eiciy individual, Hindu undivided family, 
unregistered firm and othei associations of individuals not being a 
registeied film 01 a company— 

Ratt pel }upee 


On the first Rs 1,500 of told mconit 
On the next Rs 3,500 of total income 
0 n the next Rs 5,000 of total income 
On the next Rs 5,000 of total incoini 
On the Balance of total income 


Nil 

c) pies 

T inna 3 pif ^ 
2 ann is 
^ mn is 6 pie^- 


No tax isi payable on inconics#not exceeding Rs 2,000 incotne- 
tax on incomes ]U'St above Rs 2,000 is lestiicted to half the excess 
of the income aboie Rs 2,000 

B In the case of e\eiy company and legisteied film, whatevei 
Its total income, uvo annas and six pies in the lupee 

Rates of supe'^-tax imdm the Finance Act of (Ma'ich) 


A Assessces othci than companies — 

On the first Rs 2^ 000 
On the next ,, 10,000 

On the next , 20 000 

On the next ,, 70,000 

On the nrxt ,, 75,ooo 

On the next , 3 , 5(5 000 

On the nevt ,, i 50,000 • 

On the Balance of income 


Rate per Rupee 
Nil 

1 anna 

2 annn^ 

3 'innas 

4 ann is 

5 annas 

6 inn as 

7 annas 


B In the case of eveiy compan) on the xvhoie of total income 
1 anna in the lupcc 

^9 Changes m the income-tax during the present war ( 1939 - ) — 
The financial exigencies cicated by the war have been lesponsible for 
a number of changes m the Indian income-tax isystem An Excess 
Profits Tax was introduced in Maich 1940 providing foi a;le\y of 50 
per cent on all ahnoimal wai piofits, above a taxable minimum of 
Rs 30,000 earned since 1 Septembei 1939. on the basis of 'a stand'aid 
year which might be, at the assessee’s option, any financial year between 
19315-6 and 1939-40 Unlike during the wai of 1914-18, the Excess- 
Profits Tax IV as introduced^m the eaily stage "of tjjie present war 
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Ihc tax \\d\h> jusLdicd on tht gioiind that it idi on those who benefited 
b) the wai 

The Supplemental y finance Act ol No\einbei 1940 i^iovided 
loi the levy of a 25 pei cent siuchaige foi Cential pui poses only 
on all taxes on income including supei tax and coipoiation tax 

Finally, the Finance Act of igp (Much) laiscd the Excess Pio- 
fits Tax horn 50 to 66 ajg pei cent (one tenth to be lepaid to the 
asscssee) and mci cased the Ccntial suichaiges on income-tax and 
supei-tax Irom 2^ pei cent to 33 i|3 pei cent The supei-tax was 
Imthei inci eased to 50 per cent in the next ycai (1942-3) As a 
lesult of the budget proposals of 3913 j i 66 pci cent income-tax 
suichaige was applied unifoimly ovei all levels of income In the 
same yeai a lew tv as imposed on incomes between Rs 1,501 and 
Rs 2,000 at the 1 ite of 6 pies in a lupcc on excess of income ovci 
Rs 750 

In 1944 the suichaige is laiscd fiom 1 anna 8 pics (ais in 1943) to 
2 annas Provision is made foi advance paynent of tax on income 
fiom which tax is not now deducted at soincc An assessee will have 
the option to pa} tax quaiteily eithci on the basis of ins last 
assessed income 01 on the basis of his otvti estimate of cm rent eain- 
nigts If, m the iattei case, the assessee’s own estimate falls shoit of 
80 pel rent of the tax determined on rcgulai assessment, penal 
interest at 6 pei cent on the difference will be payable On all sums 
paid in acUance unclci the scheme, Government is to pay 2 pei cent 
interest r » 

In 1943 by Oidinanec XVI it was piesciibed that one-fifth of the 
Excess Profits Tax was to be deposited with the Government In the 
euiTent yeai (1944) this is inci eased to iqlb [ of the tax The effect of 
this is to immobili/e as deposits the whole of the excess piofitsiemaining 
aitei EPT has been paid on them and income-tax and supei-tax has 
been paid on the balance ^ 

These advance payments andx:ompulsoi} deposits aic uitciided as 
anti inflationary measiu es designed to istop the gap of 1 upee outgoings 
and rupee incomings 

Jri legard to lates of income tax the taxable minimum is raised 
fiom Rs 1,500 to Rs 2,000 On the slab of income from Rs 10,000 
to Rs 15,000, the Cential tsuichaige is inci eased fiom 16 pies to 18 pies 
in addition to the basic rate of 24 pies , and on the balance above 
Rs 15,000, the smeharge is ina eased fiom 20 to 24 pies, m addition 
to the basic 30 pies The super-tax is increased by half an anna on 
the slabs of income between Rs 35,000 and Rs 2 lakhs Coiporatioii 
tax is increased to 3 annas in the lupee mbjcct to a lebate of 1 anna 
on certain undistiibuted dividends of a company A special piovision 
is made foi Lif(t>Insuianoe business, b’v^'which the combined rate 
of income tax and supei-tax is limited to 65 pies, which was the 
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combined rate foi Companies fixed by the 1942 Finance Act Retios- 
pective effect is to be gi\en to this provision for i 943‘4 From all 
these changes in rates an additional ie\enue of Rs 81/2 a ores is 
expected ^ The present position of the income-tax is summarized in 
the following statement - 

Annual Income Tax pey yupee of Income 



Baste Rate 

Present 

Surcharge 

Addition to 
Surcharge 

Where the total income does not 




e\ceed Rs 2,000 

Nil 

Nil 

Nil 

Where the total income exceeds 




* Rs 2,000 




I irst Rs 1,500 

Nil 

Nil 

Nil 

Next ,, *^,500 

9 pies 

6 pies 

Nil 

Next ,, 5,000 

15 pics 

10 pies 

Nil 

Next ,, 5,000 y 

24 pieb 

16 pies 

2 pies 

On the baHnce of total income 

SO pies 

20 pies 

4 pies 

• Siipey Tax 



’”irst Rs 25,000 of total income 

Nil 

Nil 

Nil 

Next ,, 10,000 of total income 

12 pies 

12 pies 

Nil 

Ne\t ,, 20,000 of total incomt < 

24 pies 

18 pies 

6 pies 

Next ,, 70,000 of total income 

36 pies 

24 pies 

6 pies 

Next ,, 75,000 of total income 

48 pies 

30 pies 

6 pies 

II 150,000 of total income 

6 q pies 

36 pies 

Nil 

Next ,, 150,000 of total income 

72 pies 

36 pies 

Nil 

On the balance of total incom( 

84 pies 

42 pies 

Nil 

Companies Income Tax 


On tlfH 'll/hole of total income 

1 30 pies 

20 pies 

1 4 pies 

Corporation Tax 



On the whole of total income 

12 pies 

j 12 pies 

1 2 pies 

A rebate of one anna m the 

^ rupee will 

be allowed 

on the total 


income which is not distributed in dividends other than dividends 
payable at a fixed rate 

Life Insurance Companies 

In the case of life insuiance business, the combined rate of 
mcome-tax and isiiper-tax is limited to 63 pies m the rupee 

Excess Piofits Tax 

The late of 66 2)3 pci cent plus compulsory deposit of 19I64 of 
the tax 

^10 Reform of income-tax — Sir Waltei Layton, the Financial 
Assessor on the Simon Commission (1930)^ pointed out various 
defects in the then existing income-tax system in India and suggested 
certain reforms 

‘ Budget Speech of the FinSnce Member, 1944-5 

^ The Indian Year Bo(^h (1944-5;). P 
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Some of the leforms (e g steepening of the progression of income 
tax) suggested by him were gi\en effect to in the Budget foi 1931-2 In 
October 1935 the Government of India took steps to conduct a compre 
hensive review of the Indian income-tax system and administration by a 
committee consisting of two Biitish expeits and one of the senior In 
come-Tax Commissioners A Bill to amend the Indian Income 
Tax Act on the lines lecommended (1936) by the Committee was 
passed by the Central Legislatuie in 1939 It sfubsiitutes the 
'slab’ system under which progiessive rates aie applied to suc- 
cessive slices of income for the former * step ’ system under which the 
tax was charged at the same rate on the whole income It adjusts 
the categories of income-tax payers so as to mulct the wealthy mine 
rity more while giving relief to the small man and was expected to 
pioduce a larger yield It prescribed compulsory i etui ns of income 
and sought to tax the aggregate income of husband and wife It 
aimed at preventing tax evasion by people and films who logically 
ought to be taxed^ but under the law m it stood, could manoe^ivre 
their incomes 01 parts of them outside the lange of the tax collcctoi’s 
rake A number of pio\isions affected the joint stock companies, 
especially in relation to the changed system of depreciation allowances, 
etc It Will be noted that even this Act did not provide for abatements 
of income tax by way of family allowances The mam objection to 
granting such allowances is that they would apply to the vast majo 
iity of individual tax-payeis in India and would therefore he very 
costly ’ ^ 

§11 Taxation of agricultural incomes,— \nother aspect of the re^ 
form of the income-tax 1 elates to the pioposals to assess agricultural 
incomes to income-tax Under the existing Income-Tax Act agri 
cultural incomes aie exempted appaiently on the ground that they 
are assessed to Land Revenue Sir Walter Layton, however, recom 
mended that the exemption of agricultmal incomes from income 
tax should be removed by stages at specified dates ^ T^ie aigument 
that land levenue is the counteipart of income-tax in othei countries 
and that to impose income-tax as well would be a form of double 
taxation, is not convincing, because land revenue cannot be increased 
in proportion to increased productivity even where there is tempo 
rary settlement and not at all where there is permanent settlement 
Frequent and substantial adjustments of land revenue assessments 
present serious political difficulties besides hitting the small holding 
equally with the large An income-tax on agiicultuial incomes is 
not open to these objections The present elaborate machinery for 

' The Taxation Enquiry Committee point out that the inequality between the 
landholders of di^rcnt ^classes is aggravated ^ly the absence of an income tax 
on agricultural incomes or a death duty, which serves in th** mote id\anced 
countnes to introduce an element of progression, m the land tax 
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the nidintenance oi Hiid itcoids and ioi the adininisiiation anti 
collection of land ic\eniu could be cffectnciv utilized ioi estimating 
agiicultuial piofits One of the advantages of the tax would be 
that, as a lesult of taking into iccoimt income fiom ail sources— 
agiicultuial as ^vell as non agi icultui al— the iion-agiicultiiial incomes 
of people owning land would be subjected to a highei late of in- 
come tax Incidentally, the change would check the piesent ten 
dency foi savings accumulated in industiy to be invested in land in 
oidei to escape taxation 

As the income fiom all sources would have to be consideied foi 
deteimming the late of assessment, the niaclimeiy of collection and 
administration would hive to be Cential and the late would have 
to be fixed bv the Ccntial Government But the yield could ap 
piopriately be assigned to the piovince wheie it was collected In 
then Dispatch on the Simon Commission Repoit, the Government 
of India aigue that in spite of the tlieoictical objections to the 
excijipUon of agiicultuial incomes, it has the sanction of long tiadi- 
tion and that dealings in land have always been conducted on the 
assumption that it would lemam They also point out that most 
of the local Governments aie definitely opposed to the lemoval of 
the exemption and regaid it as unlikely that this refonn should be 
put into effect in the neai futuie (see Dispatch par 63) It may 
be added that the Government of India Act (1935) empowers indi- 
vidual provinces, if they so desuc, to impose a tax on agricultuial 
incoma.s oifginating m the province concerned (see §41 below) It 
IS inteiesting to note that in 1939 the Assam Legislatuie passed by 
a nairow majoiity the Agiicultuial Income-Tax Bill sponsored by 
the Government Similar legislation is contemplated in Madras 
§12 Salt — The salt levenue was mhentccl by the Bntish Govcin- 
ment from its predecessois along with a laige numbei of transit dues 
these weie abolished ^n 1843, salt duty xvas at the same time 

consolidated r and laised Befoic 18^2 the rale of the duty vaiied 
liom piovince to province In that yeai it w^as made unifoim at 
Rs 2 per maund, but was laised to Rs 28 in 1888 in the peiiod 
of falling exchange It continued at that level down to 1963, when 
easier finances permitted its being loweieci to Rs 2-4 It was further 
leduced to Re 1-8 in 190S7 and to Re 1 in 1907, at which level it 
continued till 1916, when financial stringcnc} caused by the wai of 
1914-18 led to an inciease m the duly to Re 1-4 In the budget of 
1923, the Goveimmends pioposal to lajsc the duty to Rs 2-8 was 
1 ejected by the Assembly but was earned thiough by certification 
by the Governoi General In 1924, howevei, the Assembly exerased 
the option given to it by the Government in favom of reducing 
the salt tax tp Re 14 pei tnaund as an altei native" to reductions 
in the Provincial Conmbutions The duty was laised to Re 1-^ 
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with effect from 50 September 1931 by the Supplementaiy Finance 
Act of 1951 which imposed a surcharge of 25 pei cent on the existing 
rate ^ An unsuccessful attempt was made to 1 educe the basic salt 
duty of Re 1 4 to 12 annas (which would have meant a loss of Rs 3^2 
crores) by the Congress paity xn the Assembly m the Budget Session 
^935 The same party sought without success the complete aboli 
lion of the salt duty duimg the Budget Session of March 1936 
We have aheady indicated the different souices of salt in India 
and their relative impoitance (see vol ch 11, §36) There aie 
two principal methods of levying the duty on the salt pioduced in 
the count! y (1) The Government eithei manufactuie the salt 01 
obtain a monopoly of the supply, lequiiing piivate manufactuiers 
to sell It only to the Government 1 C is then sold by the Govein- 
mcni on payment of the duty (11) Secondly, as in Madras, th^ 
Government levy an excise duty and allow the manufacturei to 
sell the salt to piivate tiadeis 01 the consumeis Government factoiies 
are in some cases leased to pii\ate individuals who manufactuie and 
dispose of salt undei a license fiom the Government The total 
amount of salt consumed m India has vaiied in recent yeais benveen 
5,10 and 5,40 lakhs of maunds The yield fiom the salt tax was be- 
tween Rs 6 and 7 cioies, which worked out at about 3^ annas pei 
head pe^ annum^ before the imposition of a sin charge of 25 pei cent on 
the customs and excise duties on salt undei the Supplemental y Finance 
Act of 1931 The re\enue bom salt wals about Rs 11 cioies in 

1942-3 

§13 Criticism of the salt tax — The salt diit)^ although it is ancient, 
IS one of the most unpopulai taxes in India It has been jusstificd 
on the giound that it affords the only means in a country like India 
of reaching the masses by diiect taxation It is an accepted maxim 
of statecraft that every citizen should contiibute something, liowevei 
little, to the expenditure of the State This will help him to deve- 
lop a sense of responsibility and pie\ent him from supporting whole- 
sale and costly changes nr a 3 cckiess fashion To this, however, a reply 
may be made that there is already a direct tax, namely laird revenue, 
which IS paid by the large majority m India In the case of those who 
do not pay land revenue^ it is generally a safe inference that they 
are so indigent that the idea of taxing them should be given, up 
in spite of any political principle to the contiaiy The principal 
objection to the salt tax is that it is a tax on a necessary of life, 
and a restriction m its consumption has an undesiiable effect on 
the physique of the people The fact that successive reductions m 
the salt tax from 1903 onwaid weie followed by a considerable in- 
crease of consumption suggests that it had been kept at an unwisely high 
level befoie It is a r 4 giessi\e tax since it presses more heavily on 

^ See vol I, ch 11, ij§36 for the addition'll ^Protectne) Impoit Duty on salt 



the poor than on the iich, foi a comparatively larger pioportioni 
of their income is spent by the pooi on salt than by the rich The 
salt tax IS often defended on the ground that it is an old tax, and that 
an old tax is no tax m the sense that from sheer habit people cease to* 
think of It as a haidship Essentially, however, the tax is undesuable 
and, though for practical reasons it may be impossible to abolish it 
immediately, this should be definitely recognized as the goal of public 
pel cy, and steady appi caches should be made towards it So long as 
the tax cannot be dispensed witli, it should at least be maintained at 
as low a pitch as possible^ The existing machinery for collection 
makes it possible to secure additional re\enue from this souice with 
comparative ease, but an maease should not be thought of except in 
case of gra\e emeigency, and should last only duimg such emergency 
^14 Opium — As already hinted above, opium was until recently a 
very considerable source of revenue, and the occasional windfalls 
horn this head weie at one time notorious With legaid to the admini- 
strative aspect of opium ie\enue, the method of pioduction and sale 
under Government monopoly was adopted m preference to heavy 
expoit duties, as being moie satisfactoiy honi the revenue point of 
view and as obviating the possibility of smuggling 

The levenue from opium until the end of 1935 was deiived from 
three mam sources (i) the monopoly piofits of the sale of opium 
manufactured in Government factories and intended foi export to 
foreign counti les , (11) income from the expoi t duty levied on the 
purchase of opium sent out from the Indian States of Rajputana and 
Central In^^a , and (111) profits of monopoly in the form of license 
fees of vendor's fees cleaved from the internal consumption of opium 
in Biitish India This revenue was credited to or shown under the 
levenue from excise, and that fiom the first two sources undei opium 
piopei 

In 1907, undei piessure from Whitehall, the Government of India 
entered into an agreement with China, under which sales on Govern- 
ment account foi export to China were stopped fiom 1914 It was 
said that id this manner British righteousness was satisfied at the 
cost of Indian revenueiss It was also complained that China herself 
had failed to fulfil her part of the agreement and had been unable to 
deciease hei own production of opium All the same India peihaps 
ought to be satisfied that she has done hei duty by China and should 
cease to regret the loss of revenue At pielsent, the revenue fiom 
opium IS very much lower than foimejly, being less than half a crore 
of lupees in 1941 as contiasted with the annual aveiage of about Rs 8 
croies during the three years preceding 1913 It was announced by 
Lord Reading m February 1926 that the Government intended to 

^ Dr R P Parinjpye suggested 8 annas per maund as the normal rate of 
the tax See Taxation Enqtwy ComnttUee Report^ par 168 
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abolish all exports of opium m future except for stiictly medicinal 
purposes in accoi dance with the instructions issued by the League of 
Nations The Go\einment of India luithci agreed to stop all expoits of 
opium befoie 1955 Accoi dmglv, as Sn James Giigg, Finance Member, 
pointed out in his Budget tspecch (1930-7), the revenue horn exports of 
provision opium has ceased since the end of the yeai 1935 Now the 
leceipts from opium axe confined to opium sold for consumption in 
India, which is stiictly regulated Internal consumption Ds, how- 
evei, still high accoi ding to the standard laid down by the League of 
Nations Altogether opium as a souicc of income has faded into 
insignificance 


Provincial Heads 01 Revenue 

§15 Land revenue — We have aheady dealt with land levenue in 
chaptei \u of vol I The total amount ol land levenue collected m’ 
British India amounted to Rs 31 89 cioies in 1936-7, as compared with 

35 27 cioies in 1927 8 The chop was caused by the depression in 
the rural aieas The i&epaiation ol Bunna with effect from i April 
1937 was responsible for a fuithei decline in the land levenue, wh^ch 
amounted to Rs 27 25 ciorcs in 193940 There has been some 
impiovement since tlien owing to leduccd lemissions 
§16 Excise — The excise levenue iif Biitish India is derived from the 
manufacture and sale of intoxicating liquois, hemp, diugs, opium and 
so on It IS levied in the toim of a duty on manufacture, and fees foi 
sale licenses The majoi portion of the levenue is derived from 
country liquors The system followed m legard to country liquoi 
excise IS that of granting by contract the 1 iglit of wholesale supj^y for 
a district and selling by auction the light of retail sale Two large 
distiileiies m Bombay have been lecently placed entirely undei Go\- 
ernment management, thus paitly suppiessmg the contiact distillery 
system In 1861-2 the excise revenue wasRs 1,78,61,570 and expendi- 
ture Rs 13,53470 In 1929 30 the levenue leached the high figure of 
Rs 2041,23,285 and the expenditme Rs 2,19,18^391 Whether this 
astounding inciease of net revenue is to be looked upon as an index 
of glowing diunkenness was a mattei of contioversy The Government 
explained it as being mainly the result of higher rates of excise duties, 
and a stricter contiol, though it was also suggested that some of the in- 
crease was due to the expansion of population and the gi eater pros- 
perity of ceitam classes The exctsie levenue fell considerably m 
the first instance owing to the economic depiession aftei 1930 and latei 
owing to the intioduction of paitial piohibition m some provinces^ 

^ Since the resignation of the Congiess Ministries prohibition has received a 
serious set-back In fact theie has been a substantial increase in excise revenue 
m a number of piovmces owing to lax enforcement 01 complete abandonment 
of the policy of prohibition 



The separation of Burma hai^ also been responsible ioi the loss 
of about a rroie of icvcnuc imdci excise For example it yielded 
Rs 15 37 cioies m the ycai i ^36 7 and Ris 12: 29 cioies (evclusi\e 
oi Burma) in 193940 

Public opinion in this countiy was seiiously aiaimed at what 
It regarded as an unmistakable sign of mciease of drunkenness 
Since the inauguration of the Reloims of 1921 the Legislatures in the 
various provinces have been bcstiiiing themselves to grapple with the 
omI befoie it becomes ercii moie seiious than at present 

Although there is a gcncial igi cement that energetic and courage- 
ous action is neccssaiy for suppiessing the evil of drink, theie is no 
such agi cement as regards the means to be adopted for this purpose Be- 
fore the assumption of Piovincial Governments by Congiess Minis- 
tries the Government relied laigcly on the method of raising the price 
of liquor as high as possible, but not so high as to stimulate illicit pro- 
duction Othci steps taken to leduce the consumption of countiy 
spirit weie rationing, 1 eduction in the irumbei of shops, lowering the 
limits of possession^ reducing the stiength of the drink supplied, 
curtailing the hours of sale, etc Non-oiBicial opinion was inclined 
towards the restriction of quantity and a strict regulation of the num- 
bei of shops, together with the policy of local option and consultation 
of local opinion, in picfeicnce to high rates of excise duties The 
Bombay Government adopted the policy of issuing fixed quantities 
annually on a piogiessivdy diminishing scale, so far as countiy liquor 
was concerned 

Hhe advent of the Congiess Ministries pledged to a policy of 
prohibition in July 1937 impaited a new urgency to this problem 
Most of them launched a piogiamme of prohibition varying in inten- 
sity accoiding to local conditions and the capacity of each to bear the 
consequent financial and administrative stiam The Madras Ministry 
gave a bold lead by applying prohibition tliioughout a whole district 
(Salem) Bihai did likewise Bombay mtioduced total piohibition 
in the town of Ahi*nedabad (July 1938) and the town and Mand of 
Bombay (August 1939). \s alieafiy pointed out certain legal and 
technical difficulties in the way of enfoicing prohibition in 
Bombay have lecently (iqfo) lesulted in partial lelaxation of 
the policy of piohibition adopted by the Congiess Government ^ 
Some provinces have chosen smaller areas, others are taking measures 
to restrict the sale of liquor by closure of shops^ tightening up licensing 
control, and pioclaiming * diy ' areas wheic theie is to be no manufac- 
ture of sale of hqiioi -which can, howevei^ be brought in liom outside 
and consumed 

It hajSr to be borne m mind that any impatient and di astic measures 
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Will be attended with the double difhcuit) oi iinmcdiatc and heavy 
losJ> of revenue and eveessive expenditure ioi pievcniive establishment 
to put down 'smuggling and illicit distillation These difficulties 
will clearly be most stupendous li complete piohibition at one stioke 
weie to be attempted Another dangti to be guarded against is that 
vice suppressed a lolently in one dnection is apt to break out in anothei 
direction, and often' in a 'very much woise foim Thus it is complain 
ed that attempts to i educe the consumption ol countiy spnit have m 
->oint cases been attended with an inci eased consumption ol foicign 
hquoi, and ihit people have even taken to methylated spiiit m place 
ol countiy liquoi Ihc suppicssion ol the evil, m oidei to be com- 
pletely successiul, must come as the result ol a gencial icali/atioii on » 
the pait of the people that drunkemitss is a cume, and this is a mattei 
oi education It should be icmembered at the same tunc, howevei, 
that a wisely diiected excise policy, besides deci easing the opportuni- 
ties foi indulgence and ensming economic gam to the masses, tvill 
ilso exeicise a definite educatne mfiucnce on them This was borne 
-out by leccnt (1939) mqunies into the vvoiking oi piohibition in 
Madias ^ The aigumeni that icioim must come horn within and not 
horn without must not be piessed to the point ol denying any utility 
to measuics whose intention is to incieasc the difhculties ol cxcessnc 
indulgence m dunk Such measiucs ait useful at least in the case 
oi those who aie not yet definitely addicted to the habit and who 
will be saved if they aie kept out of temptation’s way * 

The piactical statesman will beai in mind all these dangeis and 
difficulties that aie likely to obstiuet the path oi lefomi and his policy 
Will aim at achieving a happy commingling of daimg and circumSi[>ec 
non He must honestly endeavour to leiegate piuely ie\ enuc conside 
lations to a suboidmaie position and, m iso fai as this is done we must 
-expect a steady 1 eduction m the levemic bom excise liereaitei 
Other sources of revenue (i) Stamp -^Staffip levcnue 
deiived bom judicial and commciciai stamps Tlxe formei lepiesents 
lees on plaints and othci documents in Civil and Cnminal Comts 
The lattei lepiesents duties on commercial tiansactions iccouled in 
wilting, such as convc)ances as to tlie tianslci of piopcity, lands, bills 
of exchange and so ioitli The icvcnue fioin judicial stamps is held 
by some to be not taxation propel, being a payment foi the services 
tcndeied by a costly department, namely the Judicial Depaitmeiit 
The levenue horn stamps m 1939-jo amounted to Ks lo 14 ciorcs in 


^ Sei ieport<; on the woikmg at Piohibition in tin S item Distiict where inves- 
tigations wire undertaken under the au^spices of the Madr is ITnivei&ity (guided by 
Dr P J Thoma-^j and of the \nnam il u Imuersity (guided by Di B V N \ iidu) 
The Government of ?n 1940 ippomtcd Ctnti il ind Divisional '-•Prohibition 

♦ Rese irth Boards to icpoit on the results ol piohibition in ihc province 

11—29 * 
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British India It has tended to increase in recent years in spite of Debt 
Relief Legislat on in several piovinces 

(ii) rile revenue under this head is derived mainly fiom 

the sale of timber and other produce, grazing fees and license fees for 
permission to cut wood and othei pioduce The revenue is variable 
according to market conditions Its future prospects are blight il the 
foie&ts are piopeily nursed and exploited The Provincial Govern* 
ments, to whom foiests have been assigned, were making a large net 
profit of about Rs crores pci yeai until recent years of trade depies- 
Sion, when the net levenue fell heavily^ being foi example only 
Rs 74 90 lakhs in 1933-4 The net annual revenue was only about 
Rs 14 lakhs between 1864 and 1870 Large initial expendituie, how* 
(•vei, IS necessaiy for cnsming a still more substantial and steadily 
growing revenue from foiests The gross revenue from forests 
amounted to Rs 3 01 cioies in 193940 as compared with Rs 4 40 in 
1936 7, 1 e betoie the sepaiation of Burma from British India Owing 
to abnormal war demand foi timbei the forest levenue has since iisen 
considerably 

(ill) Regish aiion revenue from registration is akin to 
judicial stamps revenue and is m^ainly derived from registration fees 
according to the value of the documents registered Registiation is 
compulsory in the case of certain documents 1 elating to gifts and trans* 
actions in immoveable property, and optional in the case of others 
Registration fees may be looked upon as payments for seivice render- 
ed, the advantage lying in the consistency of deliberation, the publi- 
city enforced on the paities and the provision of a record by way of 
satisfactoiy proof which may either pi event litigation or simpl ly its 
disposal by couits The total revenue from this source is small 
(Rs 1 18 crores foi British India in 1939-40) but has latterly shown a 
tendency towards an increase 

(iv) Scheduled Taxes — Thast are taxes which the piovmces weie 
empowered^ to impose under the Reforms (1921)^ They have, how- 
ever, not been much utilized, eithei because they are not very piofit- 
dble or for other reasons Betting and amusement taxes have been 
imposed in several provinces, e g Bengal, Bombay, Madias, the United 
Provinces, Assam, eic The^r yield is inconsideiable (Rs 53 84 
lakhs m 1936-7) but is increasing 

§18 New taxes under Provincial Autonomy — The intioduction o£ 
Provincial Autonomy with effect from i April 1937 under the 
Government of India Act (1935) been responsible for the levy 
of some new taxes in the piovinces, which were empowered to impose 
them under the new constitution The new taxation was designed to 
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budge the gulf between revenue and expenditure caused partly by the 
policy of prohibition adopted by the Congress Ministries and partly by 
the need ior financing a programme of strengthening the social services 
Among the new taxes introduced by the Provincial Governments 
mention may be made here of the sales taxes, the employment tax, 
and the immoveable property tax 

The Central Provinces Government were the first to exercise their 
powei under the new constitution, by passing an Act (193B) imposing 
a tax on the retail sale of motor spirit and lubricants Similar selec- 
tive sales taxes have been imposed by other provinces, e g the United 
Provinces, Bihar, Assam, Bombay, etc The Bombay Sales Tax Act 
(1939) provides lor a selective sales tax on retail sales of two com- 
modities, motor spirit and mechanically manufactured cloth The* 
sales tax on cloth has not, however, been put into force owing to certain 
adm nistrative difficulties The Madras General Sales Tax Act 
(1939), unlike the sales taxes m the Cential Provinces and Bombay, is a 
compiehensive Act, and covers nearly all goods The tax is leviec^^in 
Madias on net turnover aftei making the necessary deductions from 
the gross turnover A similar general tax on the sale of goods was 
imposed in Bengal b) the Bengal Fn]ance (Sales Tax) Act, 1941 ^ 

Under the Employment Tax Bill passed in 1939 the Un ted Pro- 
vinces Government sought to levy a tax on the salaries of professional 
men on a graduated scale which in some cases amounted to as much 
as 10 per cent of the income of the tax-payer Subsequently in confor- 
mity with an amendment of the Government of India Ad, thg tax 
had to be modified so as to bmit the total amount payable in respect of 
any one peison to Rs 50 per annum In 193940 the Government 
of Bengal levied an employment tax at the ungraduated rate of Rs. 30 
pel annum on all tiades, professions, callings and employment, the 
tax being payable by thox who are assessable to income tax 

A tax on immoveable property has been levied in Bombay and 
the Punjab The Congiess Ministry of Bombay Hecided in 1939 to 
levy a 10 per cent tax on rateable value on immoveable urban pro 
perty m the cities of Bombay and Ahmedabad m order to meet the 
loss of excise revenue following the introduction of prohibition 

The levy of these new taxes has evoked intense local opposition 
on the one hand, and on the other, raised constitutional issues regard- 
ing then validity We may now briefly review both these aspects 
The sales taxes have been criticized on the ground that they tend 
to raise the cost of living, br ng about wages disturbances, resti ict 
consumption, hamper production and interfere W’th trade and business 
The principal justification foi them is productivity, wh ch has natur- 
ally enough appealed to the needy Provincial Governments It may 

* Other commodi^s se^cted for sales taxatiofi are electricity, 4:obaccD, and 
articles of luxury suen as motor cars, radio sets, etc , 
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also be added thai sales taxes became a feature of the fiscal systems of 
several countiies of the world (eg Germany, France, Belgium, the 
United States of America and some of the self-governing Dominions) 
m the war (191418) and post wai yeais Gieat Biitain is the only 
impoitant countiy which has not lesorted to them, partly because of 
the populai feeling that they constitute a bin den on business and 
partly because of the psychology of the taxpayei, who prefers direct to 
indirect taxes ^ 

The Employment Tax laised a stoim of piotest in the United 
Piovmces It was consideied as a form of double taxation and a 
demand \vas put foiwaid that the least that could be done to set it 
light was to give lelief of an equivalent amount m the income-tax 
payable to the Central Government 

The Uiban Immoveable Propeity Tax 111 Bombay has also becn 
subjected to stiong aiticisra and is consideied as a drag on house- 
building cntcipnsa 

from the ojiposition they have evoked, the new taxes haM 
given use to constitutional issues regarding the tax-juiisdiction of the 
Cential Government and the Provincial Governments respectively 
Foi instance, the petiol tax levied l^y the Government of the Cential 
Provinces was challenged befoie the Fedeial CouU by the Central 
Government on the plea that it encioachcd on the field of taxation 
(excise duties on pioduction) leseived to them The Federal 
Court decided in favoui of the Piovmcial Government on the ground 
that while tlte Cential Legislatuie had an exclusive power to impose 
duties on excisable ai tides befoie they became paat of the geneiai 
stock of the piovinee (1 e at the stage of manufactme 01 pioduction), 
the Piovincial Go\tinmcnt had an exclusive powei to impose 
a tax on sales theicaftei This favourable decision oi the Fedeial 
Court has clauficcl the meaning of the provision ‘ taxes on the sale of 
goods (sec ^4-i) md has thus opened a wide held of taxation loi the 
provinces At the same time, as the Chief Justice himself emphasized, 
there was an uigent need foi mutual loibeaiancc, lest the two taxing 
authoiities should by the simultaneous exeicise of tlieir powei m the 
lealm of internal indirect taxation laise the price of the article taxed 
to a height at which consumption was seiiously cm tailed 

111 the case of the Employment I ax the mattci was decided by 
Pailiament on the initiative taken by the Cential Government and the 
Secictaiy ol State The amendment oi the Goveinraent of India Act 
(1935) passed by Pailiament in Dcctmbei 1939 definitely validates 
piOMiicial laws lelating to taxes on income m resjiect of piofessions, 

^ Foi in instructive cxposjlion of the sites ti\es in Indn and foieign countries 
th( itader is lefenod to Ihe Madras GiunaJ Sales lax Act — A Study, by B V M 
N udu and S Ihiruven^adathm #nd Finance under Prpvmcial Autonomy, pp 
ir3.jsr, by C N'^Vikd and M H Paul 

m 
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uacks, callings and employment, but limits the total cimouiu payable 
to Rs 50 pci head per annum The limitation is justilied on 
giound that it was ne\ei intended that such piovmcial taxes should 
be so imposed as to constitute an income tax and so tiespass upon the 
Genual field ol revenues on the one hand, and on the othei, to subject 
, persons to uniimitcd taxation ol then incomes by the Cential and 
Pro\ mcial Govci nnienis 

The Uiban Immo\ cable Piopcxty Tax was unsuccessfully dial 
lenged in the Bombay High Court 

All this clearly indicates the need foi a clcai dcmai cation of the 
limits of Ccntial and Piovmcial spheies of taxation 
§19 War-time provincial finance ‘ — As a lesult oi wai conditions 
piovineial finance is expeiiencing striking, if temi^oiary, piospcrhy 
The total revenues of all the provinces wcic about Rs 85 crorcs in 
^93^ 9 whereas the estimates £01 the cm lent year (1914 5) aie neaily 
Rs 157 cioics IFhilc the incieases in levenue have occuircd undci 
practically ail heads, the most impoitant single souice ol additional 
ie\enue is the dmsible pool of the income tax Ihe shaic of the 
piovinces was Rs 1 50 cioies in 9 as against the estimate oi 
Rs 23 69 cioies in 19445 improvement m piovmciai 

ie\eniics is shown b} the table on p 451 

Some of the new taxes levied b} the piovinces, such as the sales 
tax aic open to the objection that they aie legicssnc in chaiactei 
Champions of piohibition will also natmally lefuse to icjoice ovei the 
extra yield from excise Against the impio-vcd yield lion? foiests must 
be set the ultimate loss to the countiy fiom the leckless destiuction 
which IS going on in oidei to meet the huge wai demand foi timbei 
Howeecr, provided these large additional funds aic wisely spent on 
development pi ejects and posl-wai 1 econsti uction and 1 ehabihtation, 
much good of a lasting chaiacter is likely to lesult- The piovinces 
aie showing vaiying degiees of loicsight in earmaiking substantial 
amounts fiom their revenue sm pluses foi diff&ent purposes of eco 
nomic development and social welfaie But caieful and compiehen- 
sive planning on a national basis and piopei coordination of effort 
between the centic and the piovinces aie essential in oidei that 
maximum benefit may be deiived horn the iclaliveiy ample financial 
lesouices at picsent flowing into piovmcial tieasuiies , 

§20 Public expenditure in India — The following classification of 
public expenditine m India may be adopted'" (i) National r^efruce 

^ See Fa^tetn Economist, 14 April 1Q44 pp 561-j 

" If the use of pi ices is taken into account the improvement in the financial 
position of the piovincts is seen to be to some extent illusoiy Neveitheless it 
lemains tiue that piovmcial evpenditurc on the usu il items has not gone up in 
proportion to increase n;^ income 
Sh ih, op ci^ pp 44-6 
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Expenditure on army, navy, air force, frontier or strategic railways, 
harbours and defence works , military opeiations such as frontier 
expeditions, etc 

(ii) Maintenance of internal peace and (a) Expenditure 

on police, courts of justice, jails , (6) general administration , 

(c) expenses with regard to collection of revenue , (d) political 

charges including the expenses of the legislative machinery , foreign 
representation by consuls, ambassadors, etc , (e) pensions, furlough 
allowances^ etc , 

Provincial Government Budgets, 1944-5^ 

In lakhs of rupees 

0 . ■ 



Accounts 1942-3 

Revised Estimates i943-4| 

Budget Estimates 1944-5 

Province 

0 

Revenue 

Expenditure 

Surplus -f 
Deficit — 

Revenue 

Expenditure 

Surplus + 
Deficit — 

Revenue 

(U 

u 

D 

4 

G ' 

OJ i 

a, 

4 1 

Vi 4 .. 

*5 u 
clg; 

U Q) 

in ^ 

Madras 

21.92 

20,67 

41,25 

.7,19 

27,18 

41 

30,21 

30,20 1 

*f I 

Bombay 

19,70 

; i 7 i 79 

+ 1,91 

23,88 

22,24 

41,64 

24,90 

24,89 

-f I 

Bengal 

16,46 

16,79 

-33 

21,34 

32,54 

— 11,20 

21,98 

30,44 

-8,46 

United Provinces 

20,46 

20,44 

+2 

23,34 

23,23 

411 

24,29 

23,91 

438 

Punjab 

i 6 . 4 S 


+1.34 

20,04 

17.25 

+2.79 

19,64 

15,78 

43,86 

Bihar 

7^52 

6,34 

+1,18 

9.38 

11.17 

- 1,79 

9,78 

7,57 i 

42,21 

Central 

Provinces and 
Berar 

6,69 

6,47 

422 

8,27 

8,24 

43 

8,08 

1 

j 

8,05 

43 

Assam 

3,87 

► 3 ,SS 

432 

4.37 

4,29 

+8 

4,52 

4,62 , 

— 10 

K -W F Province ' 

2,35 

2,33 

42 

2,46 

2,49 

-3 

2,27 

2,30 

-3 

Onssa 

2,24 

2,17 

47 

2,49 

2,6s 

— 16 

2.57 

j 

2,67 

— 10 

Sind 

6.65 

6,52 

413 

8,65 

6,22 

42,43 

7,97 

7,97 1 

— 

Total 

1.24,31 

1,18,18 

[ 

46,13 

1.S1.41 

1 . 57 , 5 ° 

—6,09 

1,56,21 

1,58,40 j 

-3,19 


(ill) National —Expenditure for (a) moral and 

(&) material development Under the former may be included 
expenditure on education, includ ng scientific and miscellaneous 
departments, medical and sanitation cliarges, under the latter may be 

• 

Repor on Currency and Finance, 1943-4, .Statement IX (p 80) 
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included expenses on railways, irrigation and public works, agricub 
ture and famine charges, posts and teiegiaphs, interest on public debt 
[The interest on unproductive or deadweight debt should strictly be 
included under (i) oi (n) ] 

§21 Growth of public expenditure —The following tablei shows the 
growth of public expenditure during the years 1858-9 to 1939 40 


Public Expenditurl in India (Central and Provincial) 
In CTores of rupees 


Year 

Amount 

Year 

Amount 

1858-9 

50 19 

1926-7 

221 82^ 

1870-1 

49 39 

1027-8 

218 73 

1 880-1 

52 64 

1928-9 

222 21 

1890-1 

SI 98 

1929-30 

226 81 

1898-9 

5829 

1930-r 

230 42 

1899-1900 

88 07 

193 1-2 

220 09 

3902-3 

78 34 

1932-3 


3910-11 

115 12 

1933“4 

20527 

1913.14 

124 34 

1935-6 

209 76 

3916-17 

147 07 

1936-7 

211 18 

1918-19 

190 61 

10378 

205 58 

2920-1 

21S 67 

1038-0 

207 47 

1921-2 

222 02 

1944-5 (Budget) 

363 18 

2923-4 

206 48 



3924.5 

21025 



1925-6 

215 75 




§22 Criticism of public expenditure in India —The figures g»ven in 
the table above show a striking growth m public expenditure in India 
since the beginning of the present century, more especially since 
1913-14 until the years of economic depression, which made a 
reduction of expenditure to some extent inevitable As the late 
Mr Gokhale pointed out long ago, an increase m public expenditure 
need not necessarily be a mattei for regret and, alarm * Everything 
depends in this matter on the nature of the purposes for which the 
increase has been incmred and the results produced by such outlay of 
public money While increased expenditure in other countr es, under 
popular control has helped to bring increased strength and 

security to the nations, and increased enlightenment and prosperity to 
the people, our continually increasing expenditure has, undei auto 
cratic management, defective constitutional control and inherent 
defects of alien domination, only helped to bring about constantly 
increasing exploitation of our resources, has retarded our national 

^ See K T Shah, Sixty Years of Indian Finance (second edition), p 46 , 
Simon Commission Report^ vol IT, par <254, Statistical Abstract for British India 
(1937-8), Table No in,,, and Finance and Revenue Accounts of the Government 
•of India (i939-.!{o),^*^nblps No 5 and 6 
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piogiess, weakened oui natuial dclenees and bui denod ^Mth im 
defined and indefinile financial liabilities Compelled lo meet the 
demands of a loiward impeiiai fiontici policy and the exigencies ol 
conquest, impel lal dclencc and constant boi lowing lor comineiciai 
entei puses, oltcn undei taken in consequence ol the picsbuie of 
English coramcicial classes, oui Indian Govcinmcni has little inone} 
to spaie, with all its mciease of taxation, foi pm poses of national 
education ^ All Gokhale attiibutcd a laige pait of the mcicasc ni 
public expendituie to the chsUust and suspicion cieatcd by the 
Mutiny, which led to the xvidei employment of costly Biitish sei vices 
both m the cmi and militaiy bianchcs 

Ihe most senous giowth in public expendituie was caused duiing 
and aftei the wai of 1914-18 Oui expendituie on mihtaiy set vices 
• was ahead} high enough, namely Rs 39 84 cioies m 11)13-1 but it 
lose by leaps and bounds to Rs Oh cioies m igi8 19, anclRs by 38 
cioics in 1920 1 Theiealtci n was iceluced, and stood at Rs 54 q> 
cioies 111 19278 The miliiaiy budget was stabilized m 19289 foi 
lout yeais it Rs 55 i cioics (net)- The Inclicape Conmittee (19223) 
had 1 ecommendc d that the inihtaty expendituie should be biought 
down to a sum not exceeding Rs 50 eioies Ihc Simon Commission 
estimated that the aimy \oLe might chop to Rs 52 cioies when the 
picseni piogiamme of aimy mcchani/ation w^as ended and theieaiici 
would fall still luithei so as to conloim to the lo'vv'er level of prices, 
piovided theic was no change in policy Laigc i eductions in deience 
expenditure w^ic made 111 leccnt ycais (though to some extent 
emergency measures of a tempoiaiy chaiactcr) , the net expendituie 
on defence aitci allowing ioi mihtaiy leceipis being Rs 45 45 croie^ 
in 1936-7 Rs 47 35 cioies in 39378 Rs 45 18 cioics m 1938-9 
This substantial leductxon was due to the fall in puces, icvision of the 
pay to tlic Biitish soldiers, contiibution of Rs 2 cioies by the British 
Goveunnent towaicls Indian mililaiy cxpenchliue in acc 01 dance with 
the findings of the Capitation Tribunal, postponement of cciuipment 
piogiarnme, letrencliment and pay cut ^ In 1938 the BiiUsh 

Govcniment agieccl to coniiibute Rs 80 lakhs towaids the capital cost 
of mccham/mg Biitish cavaliy and infantiy units stationed m India 
In the same }cai the Biitish Government also agiicd to lor go the 
annual contiibution ol £100,000 made by India towards hci na\al 
defence piovided she undei look to maintain a sea-gomg fleet ol not 
less than six modem escoit vessels to be fiee to cooperate with the 
Royal Navy foi the defence oi India, and in addition to fulfil her 

^ Written eMflencp of the Hu Mj (» k Gokhnlc before the Wflby Commis- 
sion, 1897 

^ The onset of the economic dopiession 'ind financial stiingency made it nccf^- 
saiY to leduce the contnci giant and to postpone the re-equipment progiamme 

* Finance Member’s Budget ^Speech, 1934-5 ^ 

% 
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rcsponsibjlit) foi local defence oi iiKhan pous ^ 1 lijs cUians>(ineiu 

js e<tieul'iLed to a'^sisl lue de\el()]:»mcni oi the Rovai Indian Na>^ 

Mounting defence expenditure during the larar ( 1939 - ) — 

The evpenditiue on Dcleiiee Seuices has siiown a big ineiease follow 
ing the outbieak oi wai in Septembei i9‘^^9 The net Defence Budget 
ioi 1939 40 was estimated at Rs j-5 18 cioies while the ie\ised estimate 
imonntcdtoRs 49 29 eioi es, conesponding figiiics ioi the ycai 19401 
being Rs 53 52 md 72 02 cioies, of winch Rs 24 31 lepicscnted cost 
oi \vai nieasines The dclence cvpciiditiue ioi the yeai 1944-5 has 
been plated at Rs 276 61 ciorts and Rs 2| 60 cioies unclei the 
Re\enuc and Capital heads lesjiectivel^ 

Just before the outbreak ol the wai the pioposals of the Chatheld 
ComiTuttce loi the modcini/ation of the Aimy in India weie accepted 
by His Majesty's Gcneinment and the Go\cinrnent of India Ihe 
Chatiicld pioposals also postulated the acceptance by the Goveiiiment 
ol India oi joint icsponsibihty foi the external defence of India, and 
in accoi dance \\ith this piinciple piovidcd loi the eai making oi cei 
tain pouions oi the dclence foices oi IncLa loi puiposes oi external 
defence and a consequential iiici^dsc ol £500000 m the amount oi 
the annual (Gaiion) giant ol £i^V2 uiillion made b) His Majesty’s 
Go\einraciu to^vaids die cost oi maintaining the deicncc services in 
India in peace The capital outlay on niotRini/ing the Aimy m India, 
which was estimated at Rs 45 77 cioies, was to have been pio\ided by 
His MajesL)’s Government ovei a jieiiod oL five yeais, thiec fourths 
as hce gilt to India and the balance oi one iouith as an* advance to 
be rep lid on eas> tciins The outbieak ol the wai iicccssftated a 
leviLAV of these calculations, as the piogiainme ol model mzation had 
to be adajitcd to the needs oi the situat on which then arose, and to 
the use in puces since the wai Moieovci in India itself heavy ex- 
pencil tuie has had to be incuucd in mobih/mg pioduction to the 
lull in incicasing the manulactuung capacUy of factoiies foi the pio 
duction of wai stoics oi all knij^s and in budding up stocks Theie 
lias also been veiy substantial incicase m the defence cxpendituie due 
to the execution ol -vaiious wai measuies designed to place India m a 
state of picpaiedness against attack In view of all these factors a 
Imancial '.settlement was negotiated in Novembei 1939 between 
HiS Majesty’s Government and the Government of India, undei which 
India IS to beai - 

(1) hei pic wm budget loi efiectnc chaiges ol Rs 36 77 cioics 

(11) an iddition to allow foi use m piiccs (Rs 3 55 cioies) , 


^ Fm mco Membi r’s Budget Speech, iq 38 
Figures sho\cn in brackets igainst each itfin lel itr to the Defence Budget 
foi 1941-2 
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(ill) the cast of such wai measures as can be regarded as purely 
Indian liabilities by reason of their having been undertaken 
by Ind a m hex own interests (Rs 35 40 croies) , and 
(iv) a lump sum payment of one crore of rupees towards the 
extra coJt of maintaining India’s External Defence troops 
overseas (Rs 8 41 crores) 

Total (i-iv)— Rs 84 13 crores The total amount by which the 
net annual defence expenditure mcuired in India during 
the war yeais will exceed the aggiegate of items (1)— (iii) 
will be recovered from His Majesty’s Government subject 
to separate postwar negotiations concerning the liability 
for surplus wai stores in India acquired in the common 
interest Non effective charges were to be dealt with 
separately India is to pay for whatevei she takes from 
Ind an production for Indian war measures, and for her 
share of joint wai measures, including storage charges, and 
His Majesty’s Government pays for, and owns, all the 
remaining stores produced, together with practically all 
the capital assets created for the purpose of expanding 
- production and storage 

The object of the new settlement, as stated by the Finance Mem- 
ber, IS to limu India’s financial liability in connexion with the war to 
such measures as are within her financial capacity Indian opinion, 
however, is critical of the new arrangement and is inclined to the view 
that the g<^owmg burden of defence expenditure, especmlly the extra 
cost of mam taming Indian troops overseas, is very onerous for a poor 
country like India 

In 1938-q the total central revenue was Rs 845 millions out of 
which Rs 46s millions was the expenditure on defence The corre- 
sponding fissures for 19^4 (^'^dget) are Rs 3 085 millions and 

Rs ^012 millions respect vely 

The methods < 5 f economy that have been suggested from time 
to time are reduction of the size of the ai my to the minimum requ red 
for strictly Ind an pui poses, and continuous and further acceleration 
of the process of Indian^zation so as to avoid expensive recruitment 
in England through the British War Office and heavy non-effectwe 
charges The introduction of a short military service under the 
voluntary system has also been suggested instead of maintaining the 
army during times of peace practically on a war establishment In 
spite of all economies, however, our expenditine on defence is bound 
to remain heavy having regard to our geographical position 
§24 Expenditure on civil adminf«}trf»tioii — The enormous increase 
in the exnenditure on civil administration has been another never- 
endmg subiert of criticisn^ the general complaint bemg that the 
Indian administration is one of the costliest in the world and that the 
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scale oi salaries and allowances given to the higher services, until 
recently manned largely by Europeans, is excessive The Constitu 
tional Reforms of 1919 and 1935 have further added to the costliness 
of the administration in a variety of ways The increases m salaries, 
allowances and other concessions granted by the Lee Commission 
(1924) and estimated to add to the national expenditure to the 
extent of Rs 114 croies annually, have been ciiticized as wholly un 
justifiable on the ground that the original scales of pay were so high 
that no revision was called for in spite of the rise in prices The subse 
quent fall in prices lent further point to this criticism The real 
remedy is rapid Indianization with a reduct on in the scale of sala- 
ries The economies effected in this mannei will not involve any 
fall in efficiency piovided the principle of communal preference 
as either abandoned 01 applied as sparingly as circumstances 
permit If preferences have to be given to certain communities 
in public employment, certain minimum qualifications should be 
insisted upon, and, as £ai as possible, selections even within a given 
community should be governed by competitive tests ^ 

It is thus of the greatest importance that there should be a 
rigorous pursuit of economy in all the branches of administration, 
and those in charge of public funds should realize, in a fuller measure 
than IS usual, the fiduciary position which they occupy with regard to 
the taxpayei and display a more exact diligence in the mannei in 
which these funds are administered We must however add that it is 
equally necessaiy that the folly of unlimited and indiscriminate parsi- 
mony should be recognized and expenditure should be as libtial as 
possible on departments like education, 1 agriculture, industries, iiriga- 
tion, and public health Foi unless money is fieely spent on them the 
economic uplift of the people cannot be achieved 
§25 Burden of taxation — The Statistical Abstract for Biitish India 
(1937-8) gives the figures shown in the table on the next page beaimg 
on the burden of taxation per head in British India 

Sir Purshotamdas Thakurdls, in his speech as a member of the 
commercial deputation on retrenchment, gave the following estimates 
of the incidence of taxation — 


1871 

Rs 

1-13-9 

1911 

Rs 

2 11-3 

1881 

f* 

2- 2-3 

3913 


2-14-5 

iqoi 

j) 

2-6 6 

X922 


6- 18 


Accoiding to these figures the nominal incidence of taxation in 
1922 was more than double what it was in the period before the war 
of 1914-18 But whether thisi represents a really heavier burden 


^ In Great Britain, ,the expenditure per h§ad on education is In 

British India it is less than nmepence Simon Commission Report^ II, par 238 
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ckpcnds on tlit figuics ^vc. adopt £01 the pf) capita incomes £01 the 
o pel lods ^ 


In lakhs of lupces 



1922-3 

1927-b 

I 93 3-4 

i 

i')35 t' 

1 193 H 

Total tax ition Cential 
ind Piovincial 

(including land 

n >, t nuc °ji 

I 1^,79 

1,40,18 

1 , 30,79 


*i 3 *. 9 ) 

P lymcnt pci ht id 
b iscd on Ccnbiis 
population in 193 
md assuming that 
the whole tax ition is 
paid by the mh ibit 

Rs \s I 

Rs \s I 

Rs \& p 

Rs \s I 

Rs AS l 

arts of Butish India 

5 4 S 

5 5 0 

4 10 10 

4 14 0 

1 i:j IJ " 


It IS sometimes aigued that because the pei capita incidence of 
taxation in India beais a lowei latio (8 pei cent) to the income pei 
li^ad (Ra 80) thciefoic the Indian bmcltn ot taxation is light as com- 
pelled to coimtiics like Gieai Britain whtie the piopoition of national 
income absoibcd by taxation amounts to moic than i>o pei cent This 
IS howceei a superficial b*ecausc the iotvei piopoition of a low 

nation il income may lepiesent a veiy mueh heaviei bin den than a 
liighei percentage of a high income A^nothci obvious point is that 
the 1 dative piessurc of taxation m diffeient count! les cannot be con- 
sideied apart fiom the natme o£ the sei vices lendeiccl by the state to 
the peopfe in letuin ioi the taxes it levies 

Distribution of the burden of taxation— The pioblem o£ the 
incidence of taxation is one of the most eomplicated in economic 
semnee and is lendeied moie so in India owing to lack of precise 
statistical infoimation legaiding the income pe'i capita and the distri- 
bution of the national income The Taxation Enquiiy Committee 
were appointed 111 to examine the inannei m which the burden 
of taxation uas distiibuted and to consxici inter aha whethci the 
yhole scheme of taxation, Cential, Provincial and Local was scientific 
and equitable They selected a few typical classes of the population 
and offeied ccrldin tentative conclusions The Committee found 

‘ Oia, th IV, §§i-6 

Hu imultncc of ta\ilion in recent jc us his piobabb meu ised ippirciabb 
owin^ to the tdchtional Centr il taxation imposed foi financing the w ir, md ncv. 
provinci il taxation since the introduction of Piovincial Autonomy, even after 
allov-ing foi men ise of population 

* Wc ha\< alteady lefcned to the view of the Taxation Enquiiy Committe'^ 
th It land revenue ought to be regaided as pait of the burden of t ixation An ft 
vo’ I, ch XU, ^30 

^ Population figuies foi the mtercensal peiiod have been worked out on the 
issumption of^a constant geome^ic rate of increase ^ 
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dhat the buiden was oppiessive on none of the classes, though its* disii i 
bution was unequal Some classes escaped their piopti sliaic ol 
taxation, £oi example, the biggei landloids and the village tiadei i 
Before 1914, taxation was 'vciy unevenly distiibuted between the 
different classes ol the community The poorei sections ol the com 
munity bore the biunt ol the buiden in the 'shape ol land le venue, 
salt tax, excise duties, stamps, etc, while the iicher sections wcie 
ible to escape then just shaic ol taxation The changes m taxa 
tion, during and after that wai, while they ceitamly iiicieiscd the 
liurden on the masses, paitially lemoved this blot on the taxation 
system of the countiy and made the incidence somewhat moie equii 
able by the mtioduction ot a graduated income tax and siipei tax the 
levy oi special impoit duties on luxury ai tides, etc A consideiabic 
degiec of inequality, howevei, still peisisted, as is illustiaied b) the 
iollowmg figuies woiked out by Piofessor K T Shah with lefcience to 
the yeai 1923 1 
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Customs 

20 

^ I 

Land Revenue and Irng ition 

20 j 
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Income-tax 

20 


Excise 


20 

Salt 


^1 

Forests and Registr ition 
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Stamps 



Railways 

D 

60 

Post Office 

5 

si 

Municipal la\cs 

I 

10 

District Board T ixf “n 
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j ut i1 

ml 
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Fiom this tabic Piofessoi Shah concludes that ‘ cconomicaliv 
ihe weakei and less able section beais pccunianiy the laigesl piopm 
lion of the tax bmdens ol India Allowing loi some qmd pro quo in 
some of the above items (Railways, Post Office, etc), we may >et say 
that while the iichei class pays Rs 100 cioics ni levcnue, the pootei 
pays 150 cioics that is, in tenns ol wealth deduction while horn 
the a\eiagc lamily income oi Rs 1,000 per annum and o\ci the tax 
deduction aggicgates Rs* 100 cioiesout oi a total of Rs Goo eioics ol 
wealth enjoyed by less than a twenty-fifth of the population, the 
leniamdei of Rs 150 aorcb is deducted ftom a total wealth ol about 

^ Sef TaTalton hiujiuryt Committit Rtpot, pais ^78-92 

-See Shih and Kh mibatta, Wealth and Taxable Capacity, pp :!S9 91, and 
Shah, Sixty lea/s of ^idtaTi Finance (second rdiuBn), pp WS 4 ^ 
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Rs 1,000 or 1,200 crores enjoyed by the g6 pei cent of the remaining 
population This distribution can scarcely be considered to be either 
economical or equitable ' 

The Taxation Enquiry Committee made various proposals to 
ledress the inequalities, such as highei rates of taxation for incomes 
ranging from Rs 10,000 to Rs 25,000 , reduction of the exemption limit 
for the super tax to Rs 30,000 , a new rate of super-tax , reduction 
of the exemption limit in the case of a joint Hindu family to Rs 60,000, 
etci They favoured removal of the duties on kerosene and sugar as 
piessing disproportionately on the poorer sections of the community 
As likely to be borne mostly by the richer classes, they suggest- 
ed an excise dutv on aerated waters, on cigarettes and pipe tobacco, 
licensing for country tobacco, inciease in the license fees for fire- 
aims, etc 

§27 Taxable capacity — In the words of Sir Josiah Stamp, ' taxable 
capacity 01 fund is measured by the diffeicnce between the two quan- 
titics—the total quantity of production and the total quantity of con- 
sun^tion ' 2 In the case of India the standard of consumpt on is 
veiy low, but, as we have seen, production also is very low, so that the 
difteience between the two gives us a very small margin of taxable 
capacity It is, howevei, impossil?le to est mate this margin with any 
precision In discussing the national mcome of India we have already 
commented on the paucity and unreliability of the available statist cal 
data, and this makes it possible for people to p ck and choose the^r 
evidence and present a blight or gloomy picture, as may suit them, 
of the<(» economic condition of the masses For obv ous reasons the 
same lemarks apply to calculations of taxable capacity However, 
we g’ve the following calculation" rathei as illustrating the method of 
computation than as a thoroughly dependable estimate of taxable 
capacity on which actual practical policy might be based 

The figuies for taxable capacity and the balance of it still remain- 
ing untaxed which gmerge from the calculation must not lead the 
reader to suppose that it gives the jJractical limit to wh ch taxation 
could be increased, if necessary S r Waltci Layton, however, observes 
m this connex on that ' though the population of India consists m the 
mam of extremely poor people, it is at the same time a country m 
which there are large accumulations of wealth on which the burden 
of government rests very lightly The public revenues of India 
can be substantially increased without taxation becoming intoler- 
able, provided its incidence is adjusted to the capacity of the taxpayers 


^ These suggestions were largely carried out as a lesult of the Budget pro- 
posals for 193 1-2 

" ^ Stamp, Wealth and Taxable Capacity y p 114 
’ Taken from Findlav Shirras, The Science of PubhC^Ftna^ce, p 146 
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to pay and that heavy additional burdens aie not put upon primary 
necessities 


Taxable Capacity or British India 
In lakhs of rupees 



Details 

iqio 11 
(Census 

1920-1 

(Census 1921, 
a distinctly 
bad year) 

1921-2 
(Good for 
agriculture, 
but year of 
ti ade 

depression) 

X 

Income 

Agricultural 

j 

1412,0a 

1715,00 

1983,00 


Non-agri cultural 

530,00 

883,00 

883,00 


1 otal income , 

1942,00 

2598,00 

2866,00 

2 

Allow for minimum consumption 

1214,00 

2220,00 

2220,00 

3 

Allow for seed and manure 

1^1,00 

172,00 

198,00 ^ 

4 

Allow for replacement of, and 
ordinary additions to, capital 
Taxable capacity [i“*“(24-3+4)] 

25,00 

45.00 

SS.oo 

5 

562,00 

161,00 

393,00 

6 

Tav revenue 

Central and Piovincial Govern- 
ments 

79.83 

130,15 

J35 30 


Local bodies 

7 . ‘7 

11,64 

11,64 


Total 

87,00 

141,79 

246,94 

7 

Expendituie on internal debt 

Central and Provincial Govern- 
ments 


i 

21,04 

24,27 


Local bodies 

1,70 

2,34 

2,34 


Total 

7.31 

23.38 

26,61 

8 

Eftective taxation (6—7) 

79.69 

118,61 

, 129,33 

9 

Balance (5 — 8) 

482,31 

42,39 

:^2,64 


J 28 Recent Indian finance —Owing to limitations of space it is 
impossible for us to enter into anything like a deta led history of 
Indian finance under the East India Company and the Giown The 
confusion between the commercial and admuixStiative accounts under 
the East India Company, the chiomc deficits w^hich characterized the 
administratxon of the Company , the financial burdens of tlie 


^ Dr P J Thomas m a Itctuic (193b) on ‘ India’s Financial Position ’ pointed 
out that while ‘ taxation in India was believed to be heavy, theie were still sources 
on which ta\-burdens fell lightly, and a reoiganizition of the tax basis might 
increase levenue and make the incidence more equitable Even land revenue could 
be made to yield more by a reorganization of the basis of assessment ind by a 
readjustment of the incidence between the different crops and tracts When the 
spending of money was controlled from Whitehall, there were difficulties in raising 
certain taxes, but with the grant of provincial autonomy a bolder taxing policy 
would be practicable Fresh sources of taxation like succession duties and terminal 
taxes had been set apart in the Government of India Act (1935) for the use primarily 
of the provinces, and to this might be added tobacco and agricultural incomes 
When these sources were tapped, theie would be ample funds foi a foiwaid economic 
policy in the provinces ’ ^ ^ 
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TABLE III 1 . 

In crores of 'rupees 


Year 

Revenue 

Expenditure 

t 

Surplus -f 
Deficit — 

1036 7 

119 21 

I 2 I 00 

-I 79 

1 037 - 8 = 

122 48 

122 48 


1038-0 

121 07 

121 71 

-0 63 

iq'^O-40 (Revised) 

! 123 97 

123 97 



Mutiny , the appointment in course ot time of a separate Finance 
Member, the gradual progiess m financial decentralization, the 
embarrassments caused by famines, fiontier wars and fall m exchange , 
the loan policy of the Government , the budget surpluses of the years 
before the war of 1914 i8» roughly since the beginning of the picscnt 
century— these are some of the topics belonging to the history of Indian 
finance We shall have something to say on one 01 two of these in 
greater detail, but for the present we propose to take note of the prin- 
cipal happenings in the domain of Indian finance since the outh|cak 
of the war of 1914 18 

The smooth course of India's pie-wa^* finance and the era of 
budget surpluses came to an end abruptly with the oiitbicak of the 
war Deficit budgets, drastic retrenchment, big reduction in the 
capital expenditure on railways and irrigation, increases in taxation 
under customs, income-tax, salt, and excise duties, and heavy borrow- 
mg in the Indian money market were the high lights of Indian finance 
dining the war of 1914-18 * ^ 

The tables above give the total Revenue and Expenditure 
(gross) of the Central Government before and after the Ref 01 ms of 1919 
and also relating to the first three years of the new constitution ol 1935 
introduced in April 1937 

^29 Deficit budgets — In contrast with the budget sm pluses which 
characterized the period before 191 there now set in a succession of 
deficit budgets in both Central and Provincial finance ][n fi\e ycais 
the aggregate deficit in the budgets of the Cential Ga\ernment alone 
amounted to neaily Rs loo crorcs On the top of the additional 
expenditure due to the Emopean war, there was also the tioublc cans 
cd by the wanton invasion of India by Afghanistan^ which cost the 
Indian exchequer several croies of rupees Again, the cost of civil and 

^ The figures in this table are inclusive of extraordinary items such as 
tiansfers from or to Revenue Reserve Fund, and appropriation for reduction or 
avoidance of debt As stated m §33, a sum of Rs 3 crores has been provided 
for the last item on the expenditure side 

* Figures for 1937-8 are affected by changes due to the separation of Buima 
and the Niemeyer Award (see §42) The net cost of the separation of Burma 
was Rs 2 33 crores Provincial Autonomy involved a total cost to the Ccntie 
of Rs I 85 crores ^ • • 
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especially of military admmistiation wient on mci easing year after year 
The expenses of railway opeiations also showed a heavy increase, and 
the railway leceipts suifeied owing to the trade depression which follow- 
ed on the heels of a shoi t-lived boom at the end of the war Apart from 
diminished railway leceipts theie was decreased yield fiom income-tax 
The combined effect of all these factors was seen m the continuance 
of heavy deficits in spite of large mcieases* in taxation between 1914 
and 1922 

On the recommendations of the Relienchment Committee^ 
(i92a“3), in 1923-4 a reduction of Rs 6 6 croi'es m the non-military 
expenditme and Rs 5 75 acres in military expenditme was effected 
But this did not suffice to lestoie budget equilibrium and, asf we have 
^en, the Viceroy felt compelled to double the salt tax from Rs 1-4 to 
Rs 2 8 In 1923 1 the tide turned and 'there was a temporaiy lever- 
sion to the old tendency of surplus bndgets due to excessive caution 
in levenue estimates, the stabilization of the rupee at 1^ 6 d , the reten- 
tion of tile high level of taxation previously introduced and the 
gradual recovery of trade atid industry These surpluses were utiliz- 
ed to abolish Piovincial contributions and reduce the unproductive 
debt Since 1927 8, however, budget equilibrium was again disturbed 
and, as the Finance Member poiitted out in his budget statement for 
1930 1, since the final remission of the Provincial contributions there 
had been a succession of deficit years, arid the gap caused m the 
reVenue by the remission of contributions had not been fully filled 
even if an allowance was made for the depressed trade conditions 
The gmp was closed eithei by transfers from the Revenue Reserve Fund 
(which was thus completely exhausted) as in 1927-8 and 1928-9, or by 
th^ German reparations payment as m 1929-30 This fact, coupled 
with a fall m the contribution from the railways to the General 
Revenues, essential new services and demands involving {Rs 1,46 
lakhs, created a deficit of Rs 5,52 lakhs which was m6t partly f^y re 
duction in expenditpie and paitly by additional taxation imposed in 
1930-1 2 (see §§4 and 8) • 

^30 Indian finance m the years of depression and after — An acutf 
financial crisis overtook tlie Central Budget (as most of the Piovincial 
Budgets) m 1930-3, owing mainly to the |>iolonged and severe economy 
depression and the heavy fall in prices This led to serious deteriora- 
tion of many of the important revenue heads such as customs and 
taxes on income, and adveisely affected the earnings of commercial 
departments like Railways and Posts and Telegraphs The situation 
was for some time aggravated by speaal factors— internal disturb- 
ances and uncertainty caused by the prospect of fundamental constitu- 
tional changes 

^ See Report of the Retrenchment Committee^ part jCI, par 8 

® See Bu(*get Statements for 1929-30 and for 1930^1 
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We may now mention the outstanding features regarding Central 
finance during the depiession period The revised estimates for 

1930- 1 revealed a net deficit of R& 13 56 crores as against a final budget- 
ed surplus of Rs 86 lakhs The deficit on the basis of 1930-1 figures 
of revenue and expenditure was expected to be Rs 17 24 crores, which 
the Finance Member proposed to i educe, by retrenchment m military 
expenditure of Rs 1 75 crores and 0 98 crores in civil expenditui e, to 
14 51 c^rores in 1931-2 The deficit was to be covered by 14 82 crores 
of taxes, of which Customs duties were calculated to yield 9 82 'crores 
and income-tax 5 ciores, thus providing for 31 lakhs of surplus These 
calculation^ were very largely upset during the next six months, and 
an emergency arose from the fact that the previous (March 1931) 
Bill woi;ld not yield sufficient income to meet the Government's needs^ 
To meet the emergency Sir George Schuster introduced a Supplement- 
ary Finance Bill m the Assembly in September 1931 It was to remain 
in force for a period of 18 months (till March 1933) The deficit for 

1931- 2 Was expected to be Rs 19 55 crores and for 1932-3 Rs 19 50 

acres Thus a total deficit of Rs 39 03 aores had to be lepaifed 
during a period of 18 montlis This gulf was to be bridged to the 
extent of ij3 by retrenchment and an emergency cut (10 per cent) in 
salaries, and to the extent of 2 [3 by'^more than Rs 22 crores of new 
taxation* The changes in taxation affectmg customs duties and 
income-tax have already been noticed A surcharge of on all 
existing ekcise duties,, including salt, and increased postal rates 
weie other measures of additional taxation , 

The immediate object of the Supplementary » Budget was*^thus 
fulfilled and the gap in the budget was not only filled up, but, 
as the actual figures for 1932-3 revealed, there was a surplus of Rs 1,55 
lakhs after providing nearly Rs 7 crores for reduction of debt. This 
result was secured partly bv retrenchment, but mamly by additional 
heavy taxation aggregating Rs 42 aores m three yearsi. 

The Budget fox 1933-4 restored half of the pay cut and the 
Budget for 19356 provided^ for ♦ the full restoration of the cut 
This was criticized on the giound that the claims of the taxpayer 
and of trade and industry to obtain relief from the h^gh level of 
taxation ought to have been considered first The year 1933-4 showed 
a surplus of Rs 2 72 croies aftei the reduced provision of Rs 3 
aores for debt reduction had been made This surplus was laigely 
tiansferred to the Earthquake Fund to finance relief measures m 
respect of the damage caused by the earthquake in Bihai and Orissa 
in 1934 The only relief the taxpayer seemed was a reduction in the 
rate of income-tax fiom 4 pies to 2 pies on incomes between Rs 1,000 
and 1,499 othei hand, the Budget for 1934-5 introduced new 

taxation (sugar and match excise duties) The sugar excise wals 
intended to meet ^ deficit of Rs 1,53 laths in the revetiue The 
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export duly on raw hides was, however, abolished and the silver duty 
was reduced to 5 as per ounce The actual figures for 1934-5 showed a 
material improvement over the original forecast, and a surplus of 
Rs 4,95 lakhs was realized This non-recurrmg surplus was utilized 
for various objects including the grant of Rs 2,81 laths to the Pro- 
vincial Governments for constituting a Fund for the economic deve- 
lopment and the improvement of rural areas The Budget estimates 
for 1935-6, on the existing basis of taxation, showed a surplus ol 
Rs 1,50 lakhs which was available for tax reduction The abolition 
of the export duty on raw skins reduced the surplus to Rs 1,42 lakhs 
In pursuance of their promise the Government provided for a reduc- 
tion m the surcharge and the tax on small incomes by one-third 
.The actual figures showed a surplus of Rs 2,29 lakhs as compared to 
a nominal surplus estimated at Rs 5 lakhs, owing to trade recoveiy 
among other factors This surplus was to be utilized foi (1) building 
equipment m Sind (Rs 1714 laUis) and Onssa (Rs 27^ 
lakhs) and for (11) transferring to the Revenue Reserve Fund Rs 1,84 
lakhs for assisting the Central Budget m the first year of Provincial 
Autonomy 

The Budget for 19(36-7 estimated a surplus of Rs 2,05 lakhs, 
which was to be utilized (1) f6r giving the much-needed relief to 
the small income-tax payer by abolishing taxes on incomes below 
Rs 2,000, (ii) for reduction by half of surcharges on income tax 
and supa:-tax ; and (in) for increasing the weight of a letter 
carried f^r one anna from half a tola to one tola, lea\mg on 
hand* a small surplus balance of Rs 6 lakhs Owing, however, mainly 
to deterioration in revenue following trade depression, especially 
under customs and partially income tax, the revised figures for 1936 7 
showed a deficit of Rs 1,92 lakhs (the actual deficit was later found 
10 be 1,79 lakhs) To fill the gap in the revenue, sugai excise duties 
were raised as indicated m §6, and the duty on silvci was increased 
to 3 as per ounce by the Indian Finance Act of 1937 On the basis of 
this taxation a small surplus of Rs 7 lakhs wav estimated in the 
Budget for the year 1937-8 The revised estimates for 1937-8 showed 
a total improvement of Rs 3,90 lakhs m revenue under customs and 
central excise duties owing mainly to trade recovery and increased 
railway earnings On the other hand, there was an. increase of 
Rs 3^22 lakhs in expenditure, partly under Defence services mainly 
caused by the cost of operations m Waziristan and partly under other 
Items Thus the net improvement was only Rs 68 lakhs The 
Budget estimates had piovided for a nominal surplus of Rs 7 lakhs 
after the utilization of the whole of the Revenue Reserve Fund of 
Rs 1,84 lakhs The actual amount required for balancing the 
Budget was, however, only Rs 78 lakhs 

The Budget for the yrear 19389 provided foK a small surplus of 
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Rs 9 lakhs It contained no proposals lor additional taxation, noi 
any relief from existing taxation, including the remaining sur- 
charges on income-tax and (super-tax which undoubtedly weighed 
heavily on trade and business The Finance Member, in liis 1938 
Budget Speech claimed that it had been possible to provide the cost oi 
the introduction of Provincial Autonomy, the separation of Buima 
(which caused a loss of Rs 2,50 lakhs) and the expenditure on the 
W^aziristan expedition , to make a start on the distribution of income- 
tax to the Provinces under thd Niemeyei Award (see §§43 and 50), 
and at the same time^ to show balanced budgets both in 1937-8 and 
1938 9 without the imposition of any new taxation This was made 
passible by a steady improvement of trade conditions throughout 1937 
This increased the revenues by Rs 3 90 crores mainly from receiptt^ 
iiom customs and lailways as pointed out above The revised 
estimates foi 1938 9 showed a net deterioiation of Rs 2,92 lakhs m 
revenue, mainly because of a seveie fall under customs under the 
influence of the trade lecession Under expendituie there was a 
net diminution of Rs 18 lakhs Thus instead of a surplus of 9 l^hs 
the result was a deficit of about Rs 2,65 lakhs In the event, howevei, 
the actual deficit turned out to be no more'^than Rs 64 lakhs, due to 
an impio\ement of Rs 1,51 lakhs in levenue and a reduction ot 
Rs 50 lakhs in expenditure 

§31 Indian finance during the war (1939-45) —On the existing basis 
of taxation the Budget estimates for 1939-40 had to provide for a gap 
of Rs 50 lakhs Trade recession still continued to affect tjie revenue 
position adversely, especially under customs , and in spite t)£ the 
increased yield from income-tax under the newly introduced slab 
system and of economies under Interest and Defence, there remained a 
deficit of Rs lakhs to be covered This was achieved by doubling 
the import duty on raw cotton ^ The Finance Member was thus able 
to provide for a nominal suiplus of Rs 3 lakhsi Due to the out- 
break of war in September 1939, howevei, tho budgetary position 
underwent a sinking change in Subsequent months In place of an 
anticipated surplus of Rs 3 lakhs, the revised estimates disclosed a 
surplus oi Rs 91 lakhs, being the result of an increase of Rs 5,08 
lakhs m revenue under railways, income-tax, salt, currency, etc, as 
against an increase of Rs 4,20 lakhs under expenditure, being mainly 
due to additional expenditure on defence m accordance with the agree- 
ment reached with His Majesty's Government (see §22) The final 
rejsults for the year 1939-40 revealed a surplus of Rs 7,77 lakhs, 
making it possible to increase the amount transfeired to the Revenue 
Reserve Fund by as much as Rs 6,86 lakhs This was the result of 
an improvement of Rs 6,81 lakhs in revenue and a reduction of Rs 5 
lakhs in expenditure on the revenue side Customs duties, after a 

^ From 6 pes pei lb to an anna ^ per Ib 
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sharp drop at the outbreak of the war, were abnormally high during 
the closing months of the year, mainly owing to the laymg-in of 
stocks The Railway earnings, income-tax, salt, currency and mint 
also showed further increases 

Indians first War Budget (1940-1) —The fiist wai budget for a 
whole year indicated the necessity of finding new revenue to meet 
a prospective deficit of Rs 7,16 lakhs, caused almost entirely by the 
additional lequirements of Government owing to the war, in spite of 
greatly increased (contribution from the railways The Defence 
Budget alone amounted to Rs 52 52 crores The deficit was reduced 
to Rs 6,25 lakhs with the help of the surplus of Rs 91 lakhs accoidmg 
to the revised estimates for 1939-40 TJhe Finance Member proposed 
k) meet this deficit from additional taxation, direct and indirect, as 
follows (1) Excess Profits Tax at the rate of 50 per cent on wai piofits 
(Rs 3,00 lakhs), (11) a rupee per cwt moie on sugar excise (Rs 1,5a 
lakhs) and (111) 2 annas more on motor spmt (Rs 1,40 lakhs), thus 
leaving a nominal surplus of Rs 5 lakhs in the 1940-1 Budget 1 
^Supplementary Finance Act (November, 1940) —The greatly 
increased war expenditure, much m excess of the original estimate, 
called for fiesh taxation proposal^, which weie embodied in a second 
Finance Bill introduced by Sir Jeremy Raisman on 5 November 1940 
The position was that an increase in the Defence Budget of at least 
Rs 14^/2 crores and of Rs 21 /^ crores in civil expenditure had to be 
provided for, and that against the extra balance of Rs 7 crores availa- 
ble in the Revenue Reserve Fund had to be set off a drop of Rs 3 crores 
in revenue m the yeai 1940 1 There was thus a prospective deficit of 
roughly Rs 15 a ores Besides, there weie heavy commitments in 
regard to defence measures involving a recuirmg maease of Rs 16 
crores in a full year and' a non-recurrmg expenditure of w^ll ovei Rs 30 
crores to be spread over the next yeai or two The new taxation 
proposals, which were placed upon the statute book in spite of the 
protest of the Legislative Assembly which rejected the supplementary 
Finance Bill, piovided for a 25 per c*ent federal surcharge on all taxes 
on income, including super-tax and corpoiation tax, and an increase in 
the postal rates At the same time the Finance Member sounded 
a note of warning that further increases m taxation would be 
necessary 

The 1941-2 Budget revealed a deficit of Rs 8 42 croies 
in the year 1940-1 (revised estimates) and a prospective heavy 
deficit of Rs 20 40 crores in 1941-2 The levised estimates for 
1940 1, excluding the additional Rs 6 86 crores available m the 
Revenue Reserve Fund, showed a net improvement of Rs 421 crores 
coitipared with the Budget estimates Against this, however, the 
revised estimate for expenditure showed a net increase of no than 

^ Central ^(Generat) Budget for pp 20-1 
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Rs 19 54 croies mostly in connexion with Defence Services and 
schemes connected with the war ^ Thus while the Budget estimates foi 

1940- 1 provided foi a nominal surplus of Rs 5 lakhs, and in Novem- 
bei the deficit was estimated at Rs 13 croies, before taking into 
account the revenue fiom the fresh taxation then imposed, the deficit 
according to the le vised estimates for the whole year 1940 1 amounted 
to Rs 8 42 crores The improvement was due to the additional 
levenue that since acciued, including the fuithei payment of Rs 2 81 
crores from the Railways as a refund of aireais of contribution The 
deficit of Rs 8 42 crores wasi reduced to Rs 5 43 cioies by the use 
of Rs 3 ciores provided in the Budget foi the 1 eduction or avoidance 
of debt, and theiefore the net addition to Government’s indebtedness 
was only of the older of Rs 5!/^ ciores 

The piospcctive heavy deficit of Rs 20 40 croies for the yeai 

1941- 2 arose from the big Defence Budget estimated at Rs 84 13 
crores and the inciease m Civil estimates due to schemes connected 
with the wai It was proposed to meet this deficit by lesoiting 
to fresh taxation to the tune of Rs 6 61 ciores^ and to boiioW^ the 
other Rs 13 85 crores In the spheie of diiect taxation, the new 
taxation pioposals inci eased the Excess Pic^ts Tax fiom 50 to 66 s|3 
per cent (Rs 2 50 croies) and laised the Central surcharge on 
income-tax and supertax from 25 to 33 i|3 pei cent (Rs o 90 croies) 
In the field of indirect taxation, the excise duty on matches was 
doubled, with a corresponding iiijcrease in the import duty (Rs 1 50 
crores) Besides this there were two other smaller proposals, namely, 
to increase the impoit duty on artificial silk yam from 3 as per lb to 
5 as per lb , and to impose a new excise duty of 10 per cent ad vailorem 
on pneumatic tyies and tubes manufactmed in India (Rs 35 lakhsl)^ 

Presenting the Budget for 1942-3, the Finance Member disclosed 
a levenue deficit of Rs 17 crores for the yeai and a prospective deficit 
of Rs 47 crores foi the next yeap The estimate on Defence foi 1942-3 
was placed at Rs 133 ciores, It was pioposed to meet the deficit by 
laising Rs 35 croies by loans and Rs 12 crores by taxation The new 
taxes included (1) surcharge on income-tax and increase of supei tax 
(11) an all-round customs surcharge of 20 pei cent, and (111) increase 
of postal tax and postal telegraph rates 

The 1943 4 Budget estimated revenue at Rs 199 3 acres as com- 
pared with Rs 178 76 crorqs m the revised estimates for 1942-3 The 
total expend! tme was expecl;ed to be Rs 259 59 ciores The deficit 
of Rs 60 29 crores was to be coveied by Rs 20 1 crores of new taxa- 
tion and the lest by borrowing The levised estimates foi the year 
showed an improvement of Rs 35 50 croies, while theie was a net 
increase of Rs 87 34 crores under expendituie Thus the levenue 
deficit expected at the close ’of the yeai was Rs 92 43 cioies 

^ Budget State'inent of the Finance Member for 19^1-5, pars 44-5 
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In the Budget yeai 1944 5, the total revenue at the existing level 
ol taxation is estimated at Rs 284 97 crores and the total expendituie 
at Rs 363 18 crores so that the prospective revenue deficit is Rs 78 21 
cioies which is to be met partly by taxation and paitly by compulsory 
deposit as already noticed uiiclei different revenue headings eailier in 
this chapter In fact the total effect of new taxation and compulsory 
deposits IS expected to be Rs 100 ciores, le about Rs 22 ciores in 
excess of the deficit foreshadowed 

Two diffeieiit types of criticism of the mannei in winch the 
inci eased expenditure caused by the war is being financed in India 
may be noticed here As Sir feiemy Raisman pointed out in liis. 
Budget Speech (par 46) there was a smaller and less vocal body of 
persons who felt that the contempoiary contribution by taxation to 
the cost of the wai was too little, while a large multitude doubtless 
felt that the increased cost of wai should have been met eiihei wholly 
or very largely by borrowing, having regaid to the fact that taxation 
m India was alieady top heavy and that expendituie on the scale 
involved in the prosecution of the war effort could scarcely 
be met out of taxation^ The several measures of wax taxation 
have also been subjected to crjiticism The Excess Piofits Tax 
levied at the rate of 662I3 per cent and the 33 i|3 suichaige 
on taxes on income are regarded as handicaps on the industrial 
development of the country The increases in lailway rates and 
fares, and in the postal rates, have been criticized as hampering the 
giowth of trade and industiy The increase in the petrol duty and 
the levy of the new excise on pneumatic tyies and tubes have been 
lesented by the road interests The incidence of the inci eased 
excise duty on matches is calculated to fall not only on smokers, but 
also on the pooier sections of the community The war has no* 
doubt produced to some extent additional taxable capacity in the 
country, and it is not unfaii that a part of the additional require- 
ments of the Governihent should be met by drawing on this capacity 
But even by official admission the strain of taxation has now reached! 
Its limit 

§82 A review of the public debt in India — -The oiigm ofom public 
debt IS to be traced to the wais of the East India Company which 
had steadily taken up the figure foi national debt from £7 millions in 
1792 to £59^ millions just before the Mutiny m 1856-7 In the 
following yeai the figure lose to £60 i|3 millions The whole 
charge of the Mutiny was thrown on India so that the total public 
debt amounted in i860 to over £100 millions When the Company’s 
rule was abolished in 1858, the Government of India not only assum- 

^ ‘In Indin the proportion of war expenditure fininced tliiough taxation W 
compared to bonowing is higher#than m the United Kmgc^m Market 

Review (1940), p 25 
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ed responsibility for the territorial and other debts of the Company 
but also foi the payment of the dividend on the capital stock £it 
millions of the East India Company, until in 1874 the East India stock 
was redeemed debt inherited by the Government of India from 

the Company was purely unproductive Since 1867, however, when 
the policy of constiuctmg ‘ extraoidinary public works ^ (or * produc- 
tive works' as they came to be called latei on) like railways and 
iirigation, commenced, there has been a steady growth in the amount 
of piodiictive 01 ‘ Public Works Debt ' as distinguished from ‘ Ordinary 
Debt as the unpioduciive debt came to be called from 1879 Addi- 
tions to the formei debt were made when the Government had to box- 
low for purchasing some of the railways from the companies or foi 
making advances to them In conformity with the recommendationsr 
made by the Select Committee of 1878 the surplus revenue of a parti- 
cular yeai was not applied to the cancellation of debt but spent on 
jiioductive works for which the Government would otherwise have 
been requiied to bonow The 1 eduction of the ordinary debt was. 
thus automatically followed by an equivalent increase in the public 
works debt By tins ptocess the ordinary debt would have been wiped 
off altogethei by 1917 but for the hu^e addition to the debt for which 
the war was lesponsible The late Mi Gokhale was a strong aitic 
of the policy of utilizing the suiplus revenue for reducing the ordinary 
debt and increasing the pioductive debt He contended that in view 
of the smallness of the unproductive debt, theie was no need to liqui- 
date It out of Government's ordinary surpluses, which ou^t to have 
been leturned to the taxpayer by remission of taxation or, bettor still, 
spent on beneficial non-recurring expenditure, such as education, 
medical lelief, etc , to be met from special Provincial reserves to which 
the Imperial Government might have made grants from their surpluses 
By far the gi eatei portion of the public debt of India during the 
peiiod before the wai of 1914-18 was raised in England The Gov- 
ernment defended this policy on the ground* that the difference 
between the rates of inteiest in India and m England was so considei- 
able as to countei balance any disadvantages attendant upon bon owing 
in England They had also a very poor idea of the resources* of the 
Indian money market whose maximum lending capacity in any single 
\ear they put at not more than Rs 5 crores It was left to the war 
(1914-18) and the post-war period to piove that this was very much 
of an under estimate During this period the oidinary debt increased 
rapidly from Rs 3 1 ciores on 31 March 1916 to Rs 257 70 ciores on 
31 March 1924 This was due to India's war contribution of £100 
millions 1 the expense on New Delhi and the post war era of successive 
deficits in the budget of the Central Government Successive Wax 

^ \n additional 'mi contribution of m?iUons promised in 1918 m 

the event of the v*ar being prolonged But m 1919-20, in view of the heavy 



474 INDIAN ECONOMICS 

Loans were raised in India to meet some of these demands, as the 
English money market was fully taxed by the demands made on it by 
the British Government for war pm poses, and the Government were 
able to get the unprecedented amounts of Rs 55 crores in 1917, and 
Rs 57 crores in 1918 The strength of the Indian money market for 
Government loans, first revealed dm mg the war peiiod, was laigely 
maintained during the post-war years, and the Government now do 
most of then borrowing for productive purposes m the country itself 
Apart from the large amounts laised by the War Loans, anothei 
feature of these loans was the increase m the number of investois, 
thanks to effective advertisement and offei of increased facilities in 
regard to the administration of the ^ Public Debt at Government 
treasuries and sub treasmies In this connexion special mention 
must be made of the Post Office branch of the War Loans and the 
Gash Certificates winch have since secured a permanent place in the 
Government's loan policy 

Another innovation which owed its birth to the war of 1914-18 
wa^ the introduction of Treasury Bills, fiist issued in 1917 foi 
meeting the Government’s disbursements on behalf of the British 
War Office T-hey were again resorted to for financing the deficits 
m the postwar period, when the old bills wcie paid by issuing 
new bills Ultimately the large outstanding amounts of Treasury 
Bills were reduced by dischaiging these bills from the proceeds of 
long-term loans— a questionable procedure from the point of view 
of sound feance Since the year 1929 30 the issue ot Treasury Bills 
has again become a normal feature of Central finance 

Mention may be made here of the Indian Defence Savings 
movement in connexion with the present w’^ar which was launched 
early in June 1940 with the issue of 5 per cent six year Defence 
Bonds, ten year Defence Savings Certificates and Interest-Free 
Bonds The six-year Defence Bonds weie the mainstay of the 
Wai Loan piogramihe of the Government, and subscriptions to these 
totalled nearly Rs 45 crores, 31!/^ ciores being tendered m cash and 
the balance by conversion of the 5 per cent Loan (1940-3) As from 
1 February 1941, a second 3 per cent Defence Loan with a longei 
currency and repayable at par was issued m place of the six-year 
Defence Bonds The subscriptions to the Defence Loans dining 
1942-3 amounted to Rs 115 crores There were later a third and a 
fourth Defence Loan and several othei loans which yielded a total of 
Rs 279 crores duiing 1943 4, taking the aggregate since the beginning 
5f the war to Rs 547 crores In addition to the loans already des- 
cribed, a Defence Savings Provident Fund for all Government servants 

expenditure of ;;^i6 millions due to the Afghan war, the additional war contribution 
wkis substantis^ly reduced ^ P 
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has recently been started which makes it easy for thesie classes to make 
regular investments A simple (system o£ facilitating popular savings 
was introduced a short time ago by means of a new scheme of 
Post Office Defence Savings Bank Accounts^ the amounlis in which 
will be repayable not on demand but a year after the end of the 
war In order to encourage deposits of this kind, the nate of interest 
has been fixed at 1 per cent higher than the existing rate on ordinary 
Postal Savings Banks Account 1 

The total regular mterest-beanng debt on 31 March 1939 amounted 
to Rs 1,158 crores, comprising Sterling loans and Railway 
Annuities Rs 445 crores, Rupee loans and Treasury Bills 
Rs 484 crores, and Unfunded debt (Cash Certificates, Savings Bank 
Deposits and Provident Funds) Rs 239 cioies It is estimated th^ 
by 31 March 1945, this would have risen to Rs 1,753 croi'^s, comprising 
Sterling loans and Railway Annuities Rs 43 crores, Rupee loans and 
Treasury Bills Rs 1,432 'crores, and Unfunded debt Rs 278 crores ^ 
The capital poition of the Railway Annuities now appears under 
public debt only for accounting purposes and is offset by a correspond 
ing deposit with His Majesty^s Government who will provide annually 
the amounts needed for paying th,e annuitants until annuities are 
terminated , and similarly against Rupee loans must be set off securi- 
ties held by the Government estimated at Rs 44 crores both at the 
end of 1943-4 and the next year The net regular debt will therefore 
be Rs 1,327 crores on 31 March 1944 and Rs 1,680 crores on 31 Maich 
1945 the other hand the Government are liable to repay the 

balances of Depreciation and Reserve Funds of Railways, Posts and 
Telegraphs Allowing for these it is calculated that the total interest- 
bearing obligations will have increased by Rs 274 ciores by the end 
of 1944 and by Rs 710 croies by the end of next year as compared 
with the last pre-war figure of Rs 1,185 crores 

Debt redemption —In the period before the war of 1914-18, 
the public debt of India was being reduced id two ways One of 
these has been alieady noticed, namely the utilization of surpluses for 
capital expenditure on railways, irrigation, etc, which enabled the 
Government to avoid bon owing and to reduce the unproductive debt 
to that extent The second method was adopted to meet the liability 
incurred in connexion with the purchase of certain lailways A portion 
of this liability was and is being reduced under the statutory obliga 
tion of payment of railway annuities (issued m repayment of both 
principal and interest on loans) So also the India Stock for wh ch 
the shareholders of 1 ail ways were permitted to exchange their annuities 
and the secuiities of the original companies fiom which the railways 

^ Indian ye(\r Booh^ I 944 “ 5 , P 7 ^^ 

® Budget Speech of the Finance Member (1941-2)* 31 
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were purchased, is being reduced from certain sinking funds shown 
under railway account During the war of 1914-18 a sinking fund 
was established in connexion with the issue oi the 5 per cent War 
Loan of 1917 The Government undertook to set aside 
of the loan for the purchase and cancellation of the loan securities, so 
long as then market price was below the issue pnce, besides 
making annual provision to the extent of nearly £500,000 to meet 
India's liability m respect of the unpaid portion of the war contribu- 
tion ais also provision for the optional payment of an extra Rs 80 
lakhs voted since 1921-2 foi an additional depreciation fund foi the 
5 per cent loan 

But the position so reached was largely the result of accident 
sflid the whole question of the redemption of public debt had nevei 
been reviewed m a scientific and systematic manner A well-deivised 
scheme for debt redemption is essential in order to maintain both the 
external and internal ciedit of the countiy unimpaired, so as to facili- 
tate ^renewals of maturing debt and the raising of such new capital 
as may be requned at leasonable rates of interest A regular debt 
ledemption scheme was acoepted by the Assembly in December 1924 on* 
the initiative of Six Basil Blackett • In enunciating the piinciple of the 
scheme. Sir Basil Blackett suggested that the best way of arriving 
at a regular programme of debt redemption was to take the gioss total 
of the debt, examine the capital assets held against it and fix the 
appropriate peiiod within which it is desirable to amortize each cate- 
gory of^ebt On this plan, the Finance Member announced a scheme 
on 9 December 1924, under whith, for a period of five years in the 
fiist instance, the annual provision for the reduction or avoidance of 
debt to be charged against annual revenues was fixed at Rs 4 crores 
a year plus i/8oth of the excess of the debt outstanding at the 
end of each yeai over that outstanding on 31 March 1923, 
sterling debt beings converted into rupees at Rs 15 per £* 
£01 this purpose^ As Sir Basil Blackett made it clear, the provision 
foi the sinking funds so proposed would operate not to reduce the net 
total debt as long as there is a considerable annual programme of new 
capital expenditure, but to reduce the unproductive portion of it 
The amount thus piovided becomes a contribution out of revenue 
to’^ards productive capital expendituie The provision therefore, is 
better described as a contribution out of revenues for the reduction or 
avoidance of debt than as a sinking fund 

With effect from 1930, adequate provision was made for the first 
time to meet the accruing liability in respect of Cash Certificates,. 
which were henceforwaid to be regarded as pait of the Government's* 
debt 
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The Finance Member announced, in his Budget speech for 1930*1, 
that m view of the close interdependence of the Conventions regard- 
ing the Railways (providing for a certain fixed annual contribution 
to the general revenues, almost the whole of which is applied toi 
the amortization of their capital) with the Convention as regards the 
‘debt redemption scheme, it was better to lea\e the latter provision 
untouched and to bring it under review at the time of the forth- 
‘Coming general revision of finances Accordingly it wais- decided that, 
for the time being, provision from the year 1930 1 onwards should be 
made on the same lines as before, except that the sterling debt should 
be converted into rupees at Rs 13 i|3 per £ in/stead of Rs 15 per £^ 
Since 1933-4 the annual amount provided for the reduction or avoid 
ance of debt was reduced to a lump sum of Rs 3 crores on the 
ground that, since 60 per cent of the Government of India debt w*s 
attributable to the railways, it would be imposing too heavy a burden 
•on the General Budget to revert to the Sinking Fund arrangements 
in force prior to 1933-4 before the railways had resumed the practice 
of making a contribution to the General Revenueis^ Although this 
condition has been fulfilled under special conditions in recent ^ears 
the original debt redemption scheme remains suspended, and annually 
an appropriation of Rs 3 crores is jnade for reduction or avoidance of 
•debt 

The loans raised in India are called rupee loans 01 rupee debt, 
as they are subscribed m rupees and the interest and principal are 
paid in rupees It must not, however, be supposed that the rupee loans 
are necessarily internal loans or even held wholly by Indians The 
bulk of the rupee debt is held in India, but a certain portion is held 
by investors who live in England and leceive their inteiest in that 
country Again, the rupee debt held m India is divided between 
Indian and European investors It has been suggested that all debt, 
whether rupee or sterling, whether held in India or England, should 
be considered as external if held by non-Indians, and internal if held 
by Indians ^ Jndged by this standard, the mafor portion of our debt 
was, until recently, externaH It need scaicely be added that the 
policy should be to reduce the volume of the external debt as fai as 
possible, becauise it creates ail kinds of political difficulties and also 
complicates the Indian exchange problem 

^ Budget ^tate7nent for pars 2^-6 and Financial Secretary's Memo- 

randum for 195 1-2, par 32 

F nance Member’s Budget speeches (i934“5. ^935*6) 

* Gvan Chand, Ftnanctal System of India, p 312 
For an instructive treatment of the various items m the national debt of 
India (Rupee Loans, Sterling Loans, Terminable and non-Termmable Loans and 
Crovernment Securities) see Guide Book for Investoi s tii Government of India Secu- 
nttes (1921) 
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§84 Hepatnation of sterling debt In recent yeais a welcome 
process of repatnation of India’s sterling debt has been m opeiatioti, 
and It has gathered momentum since Septembei 1939 A beginning 
had been made in 1937, t>tit it had to be tempoiarily discontinued 
owing to tlie slackening of sterling remittance's With the increasing 
favourable balance of tiade, especially since the beginning of the war, 
large sterling receipts in London on account of recoveries from His 
Majesty's Government for then share of war expenditme incurred by 
India as well as for large pui chaises for new mateiials and goods paid 
for in the first instance by the Government of India, the contiibution 
towards the expenditure on defence modernization m accoi dance with 
the Report of the Chatfield Committee and sterling receipts for sales 
of silver m London on behalf of the Government of India, very sub- 
s4iantial sterling resources became available for the lepatiiation of the 
sterling debt These resources made it possible to leopen the former 
scheme by which the Reserve Bank was authorized to purchase India 
sterling non terminable secuiities in the open market and to transfei 
the securities so purchased to the Government of India for cancella- 
tion* In their place, additional Rupee Paper of 314 and 3 per cent 
non-terminable loans was gtCated in accordance with the requirements 
of the market A furthei scheme of repatriation of sterling Was 
brought into force in February 1940, extending the option of transfer 
to rupee loans to holders of all India sterling loans and sanctioning 
the creation of rupee counterparts for six specified dated sterling loans 
Under this scheme owners of sterling obligations could voluntarily 
convert their holdings fiom the books of the Bank of England into 
rupee counterparts registeied in the books of any one of the Reserve 
Bank offices in India Considerable open market purchases were 
made in London by the Reserve Bank of India and the total so 
acquired amounted to £$81/4 million on 8 February 1941 

On this date an announcement was made of fmther opaations 
for the compulsory acquisition and lepatnation of India's termin- 
able sterling debt amounting appioxinaately to £90 million or Rs 120 
croreis in co-opeiation with the British Government, which came to the 
help of the Goveinment of India by issuing oidCrs Under their special 
war powers compelling holders t^esident in the United Kingdom to 
sell their stocks to them foi delivery to the Government of India at 
the market prices pi evading at the time of the order and thus dispense 
mg with the expensive alternative of buying them in a rising market 
A similar order was issued by the Government of India affecting 
holders of sterling stock lesident in India The machinery for fi.nan- 

^ Set Central {Guieral) Budget for 1^38-^, p 7 , /oj 1959-40, p 10^ for 
ig40-i pp 17-19 Budget Statement for 1941-2, pars 33-40, Amual Mafkei Rmtenxj 
(1940), pp 29-30, and Indian Finance (Eastern Group Number), p ^^9* „ t 
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cing this repatiiatlou operation may now be briefly explained 
Theie were two stages, fust the Government of India bought the 
sterling from the Reseive Bank and secondly, the Government of 
India had to obtain rupees to pay for the sterling The Reserve 
Bank of India utilized a portion of its large stock of sterling securities 
and balances in its Issue and Banking Departments, acquired 
since the commencement of war, for purchasing India’s sterling debt 
Accoidmg to a Pi ess Communique issued by the Government 
of India on 28 April 1941, the total face value of the outstanding 
terminable loan on 8 Febiuary 1941 was approximately £84 milho*n, 
and the market value a little ovei £89 million Holdings of India 
sterling stock compulsonlv acquired m the United Kingdom and India 
amounted to £59 million and £11 million respectively, making a total 
of £70 million in lound figures The balance of about £14 millioi^ 
lepiesented stock held by noniesidents outside the United Kingdom 
and British India Ihe Government of India had to find rupee 
finance of the order of Rs 88 crores for stock of the face value of 
Rs 80 crores m round figures Of this, foi the time being, half was 
paid for by the issue of rupee counterparts to the Reserve Bank and 
half from balances with the help of temporal y ways-and-means 
advances from the Bank, which weie to Be gradually liquidated^ 
The second compulsoiy scheme was decided upon on 34 Decem- 
ber 1941 and was followed up by the redemption of 3^ per cent 
sterhng stock during 1942-3 The total debt repatriated between 
1 April 1937 and 31 March 1943 was of the face value of £307 26 
million and was partially financed by creating rupee counterparts of 
the value of Rs 2^4 97 croies Stray paicels of Government o& India 
sterling stock and of railway debentures bought and cancelled during 
1943-4 amounted to £3 millions financed by Government balances 
Arrangements weie also made during the cuirent financial year (1944-5) 
for the acquisition of the M S M Railway and the South Indian Rail- 
way ii;i advance of the scheduled time, absorbing about £6 millions ® 
In the table below aie given particulars of the sterling stocks ac- 
quiied since 1937-8 und!ei the vinous schemes, their purchase price 
and the amount of lupee countei parts created 

The substitution of rupee foi steilmg obligations is a real gam 
to the country The liquidation of external obligations means the 
lessening of strain upon the ultimate cash reseives of the country, le 
on the holding of gold and other exieinal assets, which tends to 

^ The final adjustment was more recently*^ (June 1941) affected hy the conver- 
sion of the rupee counterparts into regular 3 per cent (new) Rupee Loans of the 
Government of India, the totil amount so convened being Rs* 2§ 56 crores by the 
end of June 1941 See Annual Report of the Reserve Bank (1941)1 p 17 

® The total public debt of India as on 31 March 1944 amounted to Rs 1,372 96 
Cl Olds, of which the sterling debt^ accounted for Rs 3827 crores, le only 28 per 
cent See Report on Currency ■and Finance, 1943-4, p 53 
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' Report on Currency and Ftnance, 1943-4, P 3S 

“ Created against cancellation of ;^s6 72 million of 3^ per cent sterling 
Stock X931 or after ® 

• Includes counterparts for Rs 30 crores created against cancellation of 
£26 zs million of 3 per cent sterling stock 1948 during the period 2 March~i6 
1942 ■ Provisiorval 
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manifest itself when, m consequence of woild events, the \alue of 
overseas trade declines ‘Technically the debtor creditoi position 
between India and England was undesiiably top heavy The 
approach to financial equality, which the ledemption accelerates, 
makes for a hqalthy monetary position and by lessening India’s 
indebtedness lepresents the financial complement to hei industrial 
advance Financially India's external position is considerably 
stiengthoned and this should make it possible for the Reserve Bank to 
hold a somewhat lower proportion of external assets than previously 
Incidentally the conversion of steiling stock eventually into rupee 
securities is calculated to broaden the market for gilt edge secuiities m 
India and supply the needs of investing institutions 

Financial relations between the Central and 
THE Provincial Governments 

§35 Financial relations before the Reforms of 1919 —Fiom 1833 to 
1871 all financial powers weie in the hands of the Government of 
India, which controlled the smallest details of Piovincial expepdi 
ture The whole of the levenues weie paid to the account of the 
Government of India, and the Piovincial Go\einmenis only leceived 
fixed contiibutions to meet their expenses This led to oxtiavagancc, 
iigidity and fiiction in Piovincial finance and unceitainty in Central 
finance ‘The distiibution of the public income degeneiated into 
something like a sci amble, in which the most violent had the advan 
tage, with very little attention to leason As local economy bi ought 
no local advantage, the stimulus to avoid waste was reduced to a 
minimum, and as no local giowth of the income led to local means 
of improvements, the mteiest m developing the public levenues was 
also brought down to the lowest level’ (Sir John Strachey}|. This 
system of ‘baiien uniformity and pedantic centialization ’ was found 
to be thoioughly unsuited to a continental country with gieat divei- 
sity of local conditions Lord Mayo^ was impressed with the neces- 
sity of some measuie of financijil deceniialization to enjist greatei 
interest and moie animated co opeiation on the pait of the Piovincial 
Governments in developing the public revenues and managing them 
with all possible economy He initiated the system of ‘ Provincial 
Settlements’ m 1871, undei which certain heads of expenditme local 
m charactei weie handed over to the Piovmces, such as Police, Educa- 
tion, Roads and Civil Woiks, Rcgistiation, Medicine , and Jails Foi 

^ The Times of hidia^ i8 Febtuaiy 1941 

® Dr Ambedkar divides the stages in the growth of financial decentialization, 
since Lord Mayors reforms of 1871, according to the method of supply to the 
Provincial Governments adopted by the Government of India, namely, (a) Budget 
by Assignments (1871-2 to 1876-7), (b) Budget by Assigned Revenues (1877-8 to 
1881-2) , and (c) Budget by Shared Revenues (1882-j to 1920-1) See B R Xmbedkai, 
Provifictal Finance, ^^rt il, chapters iv-vi 
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the managemeni ol these depailments the Provinces wcie given, in 
addition to the departmental leceipts, annual fixed lumpsum giants, 
the deficiency being made good by local taxation il necessaiy 

Actual expel leiicc levealed vaiious defects of this system It 
failed to endow the Piovmces with adequate revenues ^ The system 
did not piovide any real motive foi economy in the Piovmces, as the 
Piovmces T\eie empowered to siq:>plement then income by additional 
taxation which, undci existing aiiangements, could only mean an 
mci eased burden on the pool 

In 1877, a fuithei step in decentralization was taken by Loid 
Lytton with the help of his Finance Membei, Sii John Stiachey 
Practically all the lemaimng heads of expenditure that weie Provin- 
cial in chaiactei, such as Land Revenue, Excise, Stamps, General 
Administiation, Law and Justice, weie tiansfeiied to the Provinces 
In addition to the departmental leceipts and the old lump-sum giants, 
ceitain heads of revenue such as Excise, Stamps, Law and Justice, weie 
made ovei to the Piovincial Governments Undei this aiiangement, 
thq, heads of revenue ^ ere divided into Central and Provincial It 
was found, however, that fixed lump-sum grants were still necessary 
from yeai to year and th^y caused the usual annual bickerings The 
Provinces moieovei showed no eifthusiasm in the collection of icvcnue 
in which they weie not given a shaie Assam and Burma, being back- 
ward Piovmces, were not admitted to the scheme desciibed above 
Under a financial settlement effected in 1879, in addition to wholly 
Provincial revenues, Burma was given a share of the land revenue and 
also qj. the income fiom forests and the export duty on iice and salt, 
instead of a fixed assignment of money to meet the Provincial deficit 
The same principle of shaied 01 divided levenues was applied to 
the Province of Assam, which received a share of land revenue This 
threefold division of levenues, namely (1) wholly Imperial, (n) wholly 
Provincial, and (111) jointly Imperial and Piovmcial, was later 
extended to other Provinces by Lord Ripon m 188^ 2 

In 18&2 Loid Ripon, with the h^lp of his Finance Mcmbei, Major 
Baling, intioduced ceitain improvements in the Piovincial settle- 
ments^ which he made liable to revision eveiy five yeais He 
abolished the fixed lump-sum giants allege thei and revised the 
allocation of the revenues as follows (1) Impenal heads — 
Opium, Salt, Customs, Commercial Undertakings, etc, (11) P)ovincial 
heads --Civil Depaitments, Piovincial Works and Provincial Rates, 
(in) Divided heads —Excise, Assessed Taxes, Stamps, Foiest, 
Registration, etc Instead of giving fixed grants to the Provinces to 
make up then deficit, a ceitain percentage of land revenue was made 
over to them, together with fixed cash assignments undei the same 

^ See P N Banerjea, Promnctal Ftnance in India, p 74 

' Ambedkar, op • at , pp 96-8 '' ^ 
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head, which thus became an important head of adjustment Settle- 
ments on these lines weie made m 1887, 1892, and 1897 without any 
change of principle, though not without much controversy and Pro- 
Mncial discontent 

To remove the unceitainty and want of continuity of financial 
policy winch characteiized the quinquennial Provincial Settlements 
Lord Curzon made the settlements quasi-peimanent in 1904, that is, 
liable to revision only if theie was a substantive change in the 
oiiginal conditions 01 in the event of emeigencies like war and famine 

The settlements weie declared to be practically permanent in 
1912 by Loid Haidmge’s Goveinment, and the allocation decided 
upon was as follows On the revenue side the Central Government 
letained for its use all the levenues which could not be allocated or 
tiaced to any Piovince, these being called the Impenal Heads of 
Revenue, such as Opium, Railways, Customs, Salt, Mint and 
Exchange, Posts and Telegraphs, Military receipts, and tubutes from 
Indian States Of the remamdei some were wholly Provincial, like 
Forest, Excise (in Bombay and Bengal), Registration, and the depart- 
mental receipts fiom such Provincial departments as Education, Law 
and Justice Lastly, there was an importarJt class of divided heads of 
revenue like Land Revenue, Incorde tax, Excise (except in Bombay 
and Bengal), Irrigation and Stamps Receipts from these were divided 
between Impel lal and Provincial Governments in stated proportions, 
generally equal, but determined separately for each Province On the 
expenditure side a somewhat similar arrangement prevailed, and there 
was a special anangement foi the sharing of expenditure on famines 
The pre-Refoim system suffered from the following mam defects (1) 
The divided heads of revenue in which both the parties were interested 
were a source of constant in ter faience on the pait of the Central 
Government and hampeied Provincial development (11) The occa- 
sional ‘ doles ' given by the Central Government to the Provinces out 
of Its surpluses had a dislocating influence on Piovincial finance (111) 
Serious inter-Provmcial financial inequalities were created (iv) The 
Provincial Governments had no independent poweis of taxation and 
borrowing (v) Too detailed a control was exeicised over the Pro 
vmcial budgets and expendituie by the Central Government The 
Provinces, for example, could not budget for a deficit noi could they 
spend their balances fieeiy 

^36 Financial relations under the Reforms of 1919 — After the Re- 
forms the fiscal relations with the Central Government were radi- 
cally changed As the new policy of responsible government was to 
be tried in the Provinces, ,and as Provincial financial autonomy or 
financial devolution was recognized to be the keynote of the Reforms, 
It was deemed necessary to abolish the divided heads of revenue, m 
order to give effejrt tb the new prmcipl?, and the new allocation of 
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revenue and expenditure was as follows (1) hripenal Heads of 
Revenue —Opium, Salt, Customs, Income-tax, Railways, Posts and 
Telegiaphs, Military leceipts, (11) Provincial Heads of Revenue — 
Land Revenue (including Irrigation), Stamps (judicial and commer- 
cial), Registration, Excise and Forests Mainly as a lesult of the 
agitation carried on by the industrial Provinces of Bombay and 
Bengal against the complete loss of the levenue from income tax, 
which was recommended to be an Imperial head of revenue by the 
Montagu-Chelmsford Report and Meston Committee (see next sec- 
tion), It was finally settled to give to the Piovinces a small share of 
the income tax levenue, equal to three pies in the tax collection on 
eveiy additional rupee of the income assessed over and above the 
amount of income assessed in the datum* year 1920 1 As the Taxation 
Enquiry Committee has pointed out, this rule failed m its object and 
the whole system of dividing the income-tax on the basis of a datum 
line was unsound ^ 

^37 The Meston Award —-The abolition of divided heads of revenue 
and* the provincialization of some heads like Land Revenue and 
Stamps resulted in a Cential deficit of Rs 9,83 lakhs, which had to be 
provided for by a schema of Piovmcial contributions to the Central 
exchequer A Committee was appointed m 1920 under the chaii- 
manship of Lord Meston to consider this and other allied ques- 
tions, and Its lecommendations are known as the Meston 
Award The Committee lecommended the distribution of this 
burden by way of initial contributions in 1921-2, which were 
more qr less aibitiarily fixed on the basis of the increased spending 
power of the Provinces These weie eventually to be supplanted by 
standard contiibutions based on the capacity of each Province to pay, 
judged by such factors as population, income-tax leceipts, consump- 
tion of salt and textiles, agricultural and industrial wealth, etc^ 
These lecommendations with certain modifications suggested by the 
Joint Parliamentary ^Committee were embodied in the Devolution 
Rules issued under the Government #of India Act, 1919 
^38 Abolition of ProYmcial contributions.— The Meston Settlement 
did not please anybody and caused much Piovincial discontent Foi, 
while industrial Provinces like Bombay and Bengal could nevei re- 
concile themselves to the virtual loss of the income-tax revenue, agri- 
cultural Provinces like Madras, the Punjab and United Provinces 
resented what they considered their excessive initial contributions 
The contributions were felt to be peculiarly burdensome when the 
Provincial Governments were faced with a senes of heavy deficits in 
place of the comfortable surpluses which the Meston Committee had 

^ Taxation Enqmiy Committee Report, par 529 
See Report of the Financial Relations (Meston) Committee, pars 17 and 
28 and Simon J^ommtsswn Report* vol I, par 399 ** ^ 
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envisaged The levenues assigned to them, such as land levenue, 
were inelastic and inadequate to meet occasional contingencies or 
even the expenses of normal development There was thus an 
unceasing clamoui for the abolition of the contiibutions The 
gradual improvement in the finances of the Central Government made 
the extension of some relief possible in 1925-6 and again m 19267 
In 1927-8, the entile amount of the outstanding contributions was 
lemitted and finally lehnquished in 1928 9 

^39 Problem of federal finance m India — The final extinction of 
the Provincial contributions, however, did not end all contioveisy re- 
garding the division of revenue between the Central and Piovmcial 
Governments The mam grievance of the Provinces, especially of 
the industrial Provinces like Bombay and Bengal, still remained, anci 
this was tliat although its expenditure was comparatively stationary, 
consisting mainly of the cost of the army and the interest on the 
public debt, the Central Government had taken for itself sources of 
levenue like income-tax and customs, which were expanding or were 
capable of expansion, and left for the Provinces inelastic and stagni^nt 
sources like land revenue and excise, although the needs of the Pro- 
\ mcial Governments weje rapidly expanding The land revenue was 
already too heavy in some places and is in any case fixed for long 
teims Moreover there is a great disinclmation on the part of the 
people to submit to additional increases And such ina eases are 
becoming more and more difficult to make owing to legislative and 
administrative restrictions being imposed on the executive ^he excise 
levenue must also decline, as steps were being taken in 
lesponse to a strong popular demand to introduce prohibition In 
fact the Provinces complained that the process of decline was not as 
fast as they would have liked to see it They hated the very touch of 
the tainted excise revenue, but were compelled, on pain of bankruptcy, 
to clasp it in what, until recently, threatened to be an eternal embrace 
The forest revenue lequiied liberal capital outlay before it could be 
appreciably expanded Stamps offered the only source of revenue 
which held out a promise of probable increase The Provinces were 
responsible for nation-building flepartments such as education, medical 
relief, agriculture, etc, on which heavy outlay was essential Famine 
expenditure had also been put on the shoulders of the Provincial 
Governments The distribution of surplus revenue assigned to the 
Provinces undei the Reforms was determined in a hapTfiazard manner 
and bore no relation to the needs of the Provinces or to the total taxa- 
^ tion derived from them, and this haphazard arrangement was founded 
upon the academic insistence on the theory of complete federal separa- 
tion which has not been adopted in any other federal Government in 
the world. ^ ^ 

The varying ilnportance of the principal sources ofi^tevenue m 
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the diflEerent Provinces, their unequal expansion in recent years, and 
lastly, the abolition o£ the contributions, which at first modified 
the effect of the new allocation of revenue, ail served to emphasize 
Provincial inequalities 

The fundamental defect of the system as pointed out by the 
Simon Commission Report, was that, while it piofessed to follow the 
theoretical ideal of federal finance, in practice it left inadequate re- 
sources to the Provincial Governments which, unlike the units of a 
federal state, did not possesisi full powers to deteimine the scale and 
nature of the expenditure of the Central Government What was 
even moie unsatisfactory was that the Government of India Act oi 
1919 left the lesiduary powers of taxati9n m the hands of the Central 
f^overnment 

While the system gave a bare minimum to the more industrial- 
ized and commeicial Provinces from which the Central Government 
collected laige amounts of income tax and customs, it yielded a 
substantial surplus to the agricultural Provinces which produced 
and* retained foi themselves a large amount of land revenue 

The Provinces benefited in a \eiy unequal manner from the 
new allocation of revenue^, which was arrived jat without any attempt 
to establish an objective standard of fairness Indeed, as a result 
of the division of lesources m 1920, all the Piovinces leceived increas- 
ed spending power The benefit, however, was veiy uneqhally felt, 
and the abolition of the contributions accentuated the disparity 
m Provincml lesources The position when the Simon Commission 
reported (1950), howevei, was that, %vhile all Piovinces were faced 
With stagnation of revenues, future requirements everywhere weie 
almost unlimited ^ 

Besides arming the Provinces with adequate spending power, 
without which Provincial autonomy is a meaningless phrase, the 
Indian financial problem is largely one of haimonizing the distii- 
bution of functions with the allocation of the somces of revenue to 
the Provinces and the Centre respectively The souices of revenue 
which, from the administrative point of view, fall naturally within 
the spheie of the Provincial Governments, should harmonize so 
far as their yield and elasticity are concerned with the functions 
assigned to these Governments, while those which aie naturally Cential 
sources should accord with the functions of the Cential Government 
The arrangements under the Meston Award weie most defective bom 
this point of view ^ 

§4:0 Recent inquiries into the problem of financial relations — 
The question of adjusting the financial relations between the Centre 
and the Provinces and evolving a workable svstem of federal finance 

^ Simon Commission Refortt^wdi 11 , pars 260-1, 263 

® Ibid , 240 ^ 



FINANCE AND TAXATION 487 

was the subject of several inquiries prioi to the enactment of the 
Government of India Act To begin with Sir Waltei Layton, the 
Financial Assessor on the Simon Commission, dealt with the problem 
very fully m his Report (1929) to the Commission Latei the Peel 
Sub-Committee (the Federal Finance Sub Committee) of the Round 
Table Conference (1931) laid down the geneial jirmciples of the 
financial ariangements under the new constitution The Perc^ Com 
mittee (Fedeial Finance Committee) was able to lepoit in 1932 in 
favoui of the allocation of a substantial amount of income tax receipts 
to the Provinces The Joint Select (Pailiamentaiy) Committee 
{i935'4) dealt with the question thoroughly and was called upon 
to face the problem of two new deficit Piovmces of Smd and Oiissa 
The White Papei (1933) proposals weie also considered by the Joint 
Select Committee before they submitted then own icjDoit 

The influence of all these pievious investigations and especially 
of the iccommendations of the Joint Select Committee is writ large 
on the financial provisions of the Government oC India Act of 1935 
^41 Division of financial resources between the Centre and pro- 
vinces under the Constitution of 1935 The Government of India 
Act provides that while taxes* and duties mviy be levied and collected 
by one authority, the proceeds may be allocated wholly oi m pait to 
•others^ It may therefore be useful to aiiange the financial subjects 
according to whether they are undei the legislative control of the 
Federal Government or of the Units ^ 

The Federal Legislative list comprises the followmg subjects 
Duties of customs, including export duties , duties of ejtcise on 
tobacco and other goods manufactured oi pioduced in India except 
(i) alcoholic liquors for human consumption , (ii) opium, Indian 
hemp and other narcotic drugs and narcotics , non-naicotic drugs , 
(ill) medicinal and toilet preparations containing alcohol or an) 
substance included m (ii) , Corporation tax , salt , taxes on income 
other than agricultural income , taxes on the. capital value of the 

^ The linancnl piovisions of the Govetnment of India Act are contained in 
Sections 137-44 of that Act 

^ For instance, duties ui respect of succession to property other than agu- 
tuUural land, such stamp duties as aie mentioned in the Fedeial Legislative List 
and terminal taxes on goods and passengers shall be levied and collected by tin 
Federation, but the net proceeds shall be assigned to the Provinces The Fedeial 
Legislature may however levy a surchaige on these duties foi the benefit of th< 
Centre Or again, while taxes on income (excluding the Corporation tax) otli< i 
than agricultural income shall he levied and collected by the Fedeiation, a pi<- 
scubed percentage of the net proceeds of such taxes shall be assigned to the Pro- 
vinces (see §42) The Federal Legislature may increase the said taxes by a 
surcharge foi federal purposes Similarly, the whole oi iny pait of the net pin- 
ceeds of duties on salt, federal duties of excise and export duties which shall be 
levied and collected by the Federation may be distributed among the Provinces 

® See J P E-ldy ^d F H Lawton, India's Neiu Constitution y pp 
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assets, exclusive of agiicuitural land, of individuals and companies, 
taxes on the capital of companies , duties in lespect of succession to 
propel ty othei than agiicultuial land, the lates of stamp duty m 
respect of bills of exchange, cheques, promissoiy notes, bills, of lading, 
letteis of credit, policies of insurance, proxies and receipts , itimmal 
taxes on goods and passengeis earned by railway 01 an , taxes on 
railway fai es and fi eights 

The Pyovmcial Legislative list includes the following subjects 
Land revenue, including the assessment and collection ol levenue , 
duties of excise on the following goods manufactmed 01 pioduced 111 
the Province and countei vailing duties at the same 01 lowei rates 
on simiiai goods manufactured oi pioduced elsewheie m India (1) 
alcoholic liquois for human consumption , (11) opium, Indian hemp 
and other naicotic diugs and naicotics, non narcotic drugs, (111) 
medicinal and toilet preparations containing alcohol 01 any substance 
included m (11) , taxes on agiicuitural income , taxes on lands and 
buildings, hearths and windows , duties in lespect of succession to 
agric;ilturai land, taxes on mmeial rights subject to any limitations 
imposed by any Act of the Federal Legislature relating to mmeial 
development, capitation taxes, taxes on piofessions, tiades, callings 
and employments , taxes on animals and boats , taxes on the sale of 
goods and adveitisements , cesses on the entiy of goods into a local 
area , taxes on luxuries, including taxes on entertainments, amuse* 
mentis, betting and gambling, the lates of stamp duty in respect of 
documents other than those specified in the provisions of the Federal 
Legislati^^e List with legaid to rates of stamp duty , dues, on 
passengers and goods earned qn inland waterways, tolls, 
fees m respect of any of the matteis in this list, but not including fees 
talcen in any Court ^ 

§42 Pmancial inquiry by Su? Otto Niemeyer — The central recom- 
mendation made m the leport (1936) by Sir Otto Niemeyci, who was 
appointed by the Secietaiy of State to conduct the financial mquiiy 
contemplated undei sections 138, 140^ of the Goveinment of India 
Act of 1935, 1 elates to the assignment of a fifty pci cent share 
of the income tax to the Provinces by the Gen tie Sir Otto calculated 
the income-tax to yield Rs 12 croies a year Half of this (Rs 6 crores), 
assignable to the Provinces, was to be letamed by the Centre for the 
first five years, dm mg which the Centie should consolidate its position. 
In the course of the next five yeais, by six equal steps beginning from 
the sixth yeai horn the introduction of provincial autonomy, but sub- 
ject to Section 138 (2) of the Goveinment of India Act (1935), this 

^ We ha\e already pointed out that theie is a good deal of overlapping regard- 
ing the sphere of Central and Provincial taxation and that a well-defined demar- 
cation of the respective spheres of taxation is essential to avoid challenges In the 
courts of law §ee §18 ante * ^ 
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revenue was to be made available to the Provinces gradually, so that 
after ten years the Piovinces would be in the enjoyment of then full 
share of the income-tax The income-tax was not to be thus relin- 
quished, however, so long as the portion of the distiibutable sum re- 
maining with the Centre togethei with any rontiibution fiom Rail- 
ways aggiegated to less than Rs 13 ciores (See, however, §52 below) 
§43 Assistance to Provinces — Sir Otto Niemeyer proposed imme- 
diate assistance from the beginning of provincial autonomy to certain 
Provinces, partly in the form of cash subventions, partly m the form 
of cancellation of the net (1 e aftei offsetting certain balances) debt 
incuned piior to 1 April 1936, and partly in the foim of the distiibu- 
tion of a furthei 12I/2 pei cent of the jute tax In the cases of Bengal, 
Bihai, Assam, the Noith-West Frontiei Province and Oiissa, the en- 
tiie net debt was cancelled, and in the case of the Central Piovmces, 
all pre-1936 deficit debt plus approximately two aoies of preigsi 
debt 

Annual cash subventions were as follows United Provinces 25 
iaUis for 5 yeais only , Assam 30 lakhs , Oiissa 40 lakhs , Noith-West 
Frontier Province 100 laklis subject to leconsideration aftei 5 years, 
Sind 105 lakhs to be reduced by stages after ro yeais 

The total approximate annual relief in lakhs aimed at by Sir 
Otto Niemeyei was as follows Bengal 75 , Bihar 25 , Cential Pro 
\inces 15 , Assam 45 , North-West Fiontiei Piovince 110 , Orissa 50 , 
Smd 105 , United Piovmces 25 The extia recuirent cost to the 
Centre is Rs 1,92 lakhs ^ 

Orissa was to get a furthei non-iecmient giant of Rs ig» lakhs 
and Sind of Rs 5 lakhs 

Pnovincial sha'ie of income tax —The peicentage division of the 
distributable poition of the income tax between the Provinces was to 
be as follows 

Madras 15 , Bombay 20 , Bengal 20 , United Piovmces 15 , the 
Punjab 8, Bihai 10, Cential Provinces 5, Assam 2, Noith-West 
Fi on tier Piovmce 1 , Orissa 2 , and Smd 2 

Sir Otto Niemeyei stated that substantial justice would be done 
by fixing the scale of distribution paitly on residence and partly on 
population, paying to neithei factoi a rigidly pedantic deference, for 
which the actual data piovide insufficient justification 
^44 Principles of settlement. — The following aie salient extracts from 
the Report ‘ Throughout the discussions leading up to the Govern- 
ment of India Act, it has been lecognized that at the mauguiation of 
piovincial autonomy, each of the Provinces should be so equipped as 
to enjoy a reasonable prospect of maintaining financial equilibrium 
and, in particular, that the chronic state of deficit into which some of 
them had fallen should be brought to an end My first object has 
accordingly been tciexalnine the present an^ pxospective fin^incial posi- 
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tion of the Provinces and to determine the extent to which special 
assistance would be needed in older to achieve the above aim Next, 
It IS necessary to consider how far the Central Government is in a posi 
tion to render such assistance without jeopardizing its own solvency 
Finally, I have had to look further into the future and to suggest to 
what extent and when it may be possible for the Centre to place addi 
tional resources at the disposal of the Piovmces out of the proceeds of 
the taxes on income 

‘From the Provincial point of view, the desii ability of attaining 
this final lesult is undeniable and the only question (though in itself 
a difficult question) is to determine an equitable basis of distribution 
From the Central point of \icw, on the^other hand, it is clear that the 
financial stability and credit of India as a whole must lemain the 
paramount consideration Moreover, this is as essential to the Provinces 
and to the success of Provincial autonomy as it is to the Centie itself 
Throughout my recommendations, I have kept the stability of the 
Central finances continuously m mind Expcndituie at the Centic 
cantiot be expected, consistently with safety, to c^ecieasc much below 
the point to which it has now been i educed 

‘Expendituie in the ‘Piovmces could obviously be inci eased with 
advantage on many heads This is a question of degree and oppoi tu 
nity The allocation at an eaily date of a shaie in taxes on income 
under Section 138 of the Government of India Act constitutes, foi 
many Piovmces, the mam hope for the future expansion 

‘ On a ggieral review of the existing tendencies, I should conclude 
that the budgetary prospects of India, given piudent management of 
her finances, justify the view that adequate ariangements can be made 
step by step to meet the financial implications of the new constitii 
tion A change of constitutional and admmistiative anangements can 
not of couise in a moment altei the geneial financial position 01 
enable ail conceivable financial de'siies to be met, but I see no reason 
why a cautious but steady advance should not be achieved 
^45 Claim's of Provinces — (1) ‘I tuin now moie paiticulaily to the 
piioi question The piesent position of the Piovmces and their con- 
tiasted positions mie^ se, both of which fall undei the objective of 
starting the Provinces on the occasion of autonomy on “ an even keel 
Vaiious matters arise in this connexion How far m actual fact 1*5 
each Province now solvent and likely to lemain solvent^ This is a 
matter which cannot be judged on the position m one year only How 
far, whatever may be its present position, has a Province administered 
Its affaiis, whether in taxation or in expenditure, with adequate 
fiimness and how fai has this 01 that Province, for whatever reason, 
been financially neglected m the past and thereby condemned to a lot 
from which others have esc^ed > It is obviously impossible to recon- 
cile all the'®conflictmg views and argument's on thfse issues The re- 
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commendations I shall make repiesent, in my belief, an equitable 
settlement as between the various contestants and will, I hope, be 
accepted on that basis I would only add here that in any country of 
the size of India there must inevitably be substantial differences m the 
standard of administrative needs and| possibilities just as there are 
in other areas of the same size in the rest of the world or, for that 
matter, even in smallei units , 

(n) 5md— ‘Sind and Oiissa, as newly instituted Provinces, have 
special problems of then own The future of Sind and of the sub 
vention as part of Sind finances is insepaiably bound up with the 
financial futuie of the Lloyd Bairage In all the circumstances and 
bearing in mind the necessaiiAy conjectural natme of estimates for a 
period stretching so fax into the future, I recommend that the Sin4 
subvention should lemam at 105 lakhs for a peiiod of 10 years (1 e till 
ig46“y inclusive) and should then be diminished progiessively until 
the whole Bairage debt is lepaid, in about 40 yeais from funding m 
1942 

(ill) Orissa In view of the existing low standaid of expendfture 
in Orissa and the large scope for expansion in the Province’s own 
resources in the early future it is neressaiy to contemplate a somewhat 
higher normal scale of assistance The total assistance which I pro 
pose should be given to Orissa is about 57 lakhs in the first year, 53 
lakhs a year in the next four years and, thereaftei, 50 lakhs a year 

(iv) Assam —‘Assam has been umvei sally lecogmzed as a deficit 
Province and must undoubtedly leceive assistance Xhe Central 
‘Government now pi eposes to bear 7 lakhs of the cost of the re^Haimng 
Assam force and to treat this payment sepaiately from any 
assistance for Provincial needs piopei I think this is an equitable 
arrangement 

(v) Noith-West Frontiei Province — ‘ Aftei examining the past and 
prospective budgetary position of the Province, my recommenda- 
tion IS that the existing subsidy of 1 croie should be supplemented by 
approximately 10 lakhs per annum In so fai as this- assistance may 
take the form of a subvention under Section 142, it should be fixed for 
a period of five yeais which should be subject to revision in the 
light of the then existing circumstances 

§46 Claim of jute Provinces — ‘ The claim of the jute pioducmg Pro- 
vinces to the whole or part of the jute expoit duty has already been 
aecognized to the extent of 50 per cent by the Government of India 
Act It will, however, be convenient that pait of the assistance I con- 
template should take the foim of an increase in this figure and there 
fore I recommend that the percentage should be increased under Sec- 
tion 140 (2) of the Act to on the estimated gross yield of the 
duty in 1936-7 at 38^' lakhs This ino^ase of i2i/i per cent would 
mean in round Inures the following additions to the restiurces of the 
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Provinces concerned at a corresponding cost to the Cential Govern-* 
ment Bengal 42 lakhs, Bihar 21/2 lakhs, Assam 2)4 lakhs, and 
Orissa rather over ^ iakli 

^ Apart from the separation of Buima and this provision of 2 
croies' assistance foi the Provinces which I have already recommended, 
the additional cost of the new federal institutions (probably some- 
thing over half a ciore) may be imminent, and provision may have to 
be made for financial adjustments in respect of the States under Section 
147 of the Act, at a net ultimate annual cost now estimated 
at rather more than half a crore, though the full annual charge on 
this latter account will presumably not fall to be met in the early years 
If, however, there is bound to be delay^ the Provinces will no doubt 
i^collect that they will be leceivmg from the Centie the amounts pro 
posed above, in addition to what certain of them have aheady been 
receiving from the jute export duty and about Rs crores per 
annum for roads as well as certain grants (Rs croies) for rural 
purposes Some of them have also received substantial assistance 
throtlgh being relieved of deficit aieas ’ 

§47 Some comments on the Niemeyer Award.-— The Government of 
India accepted in toto Sm*^Otto N^iemeyer’s conclusions and proposed 
1 April 1957 as the date for the commencement of provincial autono 
my Accordingly Orders-in Council were issued on 27 May 1936, relat- 
ing to the distribution of the levenues and the commencement of pio- 
vincial autonomy The Oidei-in-Council relating to the distiibution 
of the revenues repioduces the Niemeyer Awaid without alteration. 
The latter thus became a fait accompli The Taxation Enquiry Com- 
imttee were asked seventeen years previously to prepare a theoretically 
correct scheme of distiibution of taxes between the Centie and the Pro- 
vinces They pointed out, however, that theie was no such thing 
as a theoretically peifeci scheme A study of the financial systems 
adopted m the diileient fedeiations would show how little pure theoty 
has to do with the actual arrangements adopted in them, which have 
been determined mainly by the special cncumstances attending the 
foimation of each fedeiation Facts as they existed at the moment had 
to be reckoned with and would influence decisions more than dogma 
Sir Otto Niemeyer's recommendations were characterized by a spirit 
of lealism and practicalness and scant regard for theoiy as such 
This attitude comes out clearly whether we considei Sir Otto's 
tieatment of subventions or expoit duties 01 the distribution 
of the proceeds of the income-tax The recommendations represent 
a compromise between a number of conflicting aims and view- 
points and It IS theiefore not surprising that hardly any of the 
interested parties feel completely satisfied with them In fact, it 
is suggested as a fairly reliable test of the soundness of such arbitral 
awards that all the parties concerned should regaxdThem with mild 
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dissatisfaction Friendly critics pleaded that none of the contestants 
were acutely dissatisfied and that the Report held out a reasonable 
prospect of financial equilibrium both at the Centre and in the Units 
§48 Proymcial grieyances — As was to be expected, some of the 
beneficiaries from the subventions complained that they had been 
treated in a niggaidly fashion when compaied with others Thus 
Orissa felt aggiieved that wheieas the subvention in its case was 
only Rs 50 lakhs, it was Rs 105 lakhs in the case of Sind It was 
also complained that since the distribution of benefits had been 
governed by consideiations of the actual needs of every Province 
aather than its deseits, the assignment of levenues to the Provinces 
was arbitiary and unjust Those Piovmces which had regulated 
their finances with economy ’and ability had come off worse than 
the spendthiift and incompetent Provinces Bombay, for example, 
was aggrieved because due legard had not been paid to the years 
of painful thrift she had been foiced to piactise as a result of the 
inequitable Meston Awaid She based her claim £01 a larger share 
of the income-tax on the additional ground that more than 25 per cent 
of the income-tax was lealized in Bombay, and Bombay had to 
provide for many costly services for the ^benefit of her industrial 
population Bombay furthei deplored that the distiibution of the 
income-tax relief had been made entiiely dependent upon the 
successful lunning of lailways (see, howevei, §52 below), and 
pressed for the cancellation of the fictitious debt created in respect of 
unproductive irrigation woiks, financed fioni revenue and not from 
loans The Government of Bombay protested that the lelief to 
Bombay horn separation fiom Sind was cxaggeiated It was also 
argued on her behalf that if Bengal was to benefit from the jute 
export duty, she ought to benefit from the cotton duties Similarly 
Madras felt she wasi entitled to more because, e g , even on a popula 
txon basis she should have got something like 24 per cent of the 
income-tax instead of the 20 pei cent recommended The Madras 
'Government contiasted Piovincgs like Bengal which had taken least 
care m balancing their budgets with themselves, and complained 
that Bombay got too big a shaie of the income lax Bihar put in 
Its claim as the poorest Province and wished the basis of distribu- 
tion had been a population one The Punjab complained that too 
much had been made of the relief secured by her through the separa- 
tion of the North-West Fiontier Province many years ^go and that the 
gratuitous assumption had been made that if the Frontier Province 
had continued as a division of the Punjab, it would ‘still have remain- 
ed as a serious burden to the parent Piovmce The Punjab feared 
that, under the Niemeyer lecoinmendiations, its leceipts from the 
Gentry would be less than they ‘were in 1936 by about Rs 5 lakhs 
per year The jLJni^ed Provinces cast> envious eyes at ‘the big 
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slices given to Bengal and Bombay ' and uiged that it ought to get 
more help from the Gen tie as well, at the expense of the industrial 
Provinces 

Some of the aiguments on which the Piovmces based their claims 
were theoretically unsound Foi example, in dealing with the 
supposed lights to income-tax in i elation to poirulation oi place 
of origin and with the question of the jute expoii duties, the Nic- 
meyer Report hinted at the theoietical weakness of some of the usual 
arguments advanced m these connexions The mam point was 
whether, so long as the partneis in the new political experiment 
were assured of solid advantages fiom the Fedeiation, it was wise on 
then part to insist on meticulous equality oi strict distributive justice 

Some of the Provinces were no doubt guilty of impi evidence 
find extravagance Nevertheless all had to be made to stall even 
as far as possible, and ideas of retribuU\e justice weie w>^holly out 
of place 

The Piovmces which were in the habit of ordering then affaiis 
with care and economy must seek consolation in the reflexion that 
at least in the futuie they will be allowed to enjoy the full benefit 
from then thrift and wi^c management and that viitue will at last 
be rewarded • 

It was not suggested that some of the Pro\mcial grievances weie 
not well-founded and lemediable But it was almost impossible to 
make out an unanswerable case foi levision It is so easy to meet 
one set of cliches by another equally respectable ? 

One olJvious fact to be lemembered was that to give more to one 
party meant giving less to the others, that is the othei Provinces or 
the Centre, and the need of the latter might be moie mgent oi it 
might be foi the common interests of the nation that it should be 
adequately met 

§49 Central needs* — It is most important that the Piovmces should 
be armed with adequate spending powei foi the service of the 
nation-buil4ing departments and it »is perfectly tiue that the needs 
of the Central Government are compaiatively speaking stationary 
and Its resources may also be stationary At the same time Sir Otto 
Niemeyer was right in msisimg upon the stability and adequacy of 
Central finances as a fundamental necessity The Centre must have 
enough money foi its essential all-India pui poses such as maintaining 
the credit of the»countiy, defending the countiy from external aggres- 
sion and internal commotions It was also urged that without 
complete assurance of Centiai solvency the Indian States would 
he averse to joining the Fedeiation, that under the new regime the 
Central Government wouldl be required to incur a certain amount 
of extra expenditure, eg in connexion with the establishment of 
the Federal^ Com t, that some of its resources wgre no longer so 
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alteration was the complete change in the financial situation bi ought 
about by the war, which has entailed heavy expenditure by the 
Cential Government and advcisely afiected the customs levetnue It 
would theiefore have been anomalous i£ the inci eased income-tax 
revenue, laigely derived horn the same wai conditions, had entirely 
accrued to the Piovinces as it would have done under the old foimula, 
which also gare the Piovinces the whole benefit fiom the inaease 
m the Railway surplus, even though it was the lesult of ma eased 
lates and fares lesoited to by the Genii al Government foi its own 
needs and the increase in traffic due to wai conditions It was, how- 
ever, piesumed that the Piovincial shaie of income-tax was not likely 
to be reduced undei the new aiiangement, as the Piovinces would 
get the benefit of the improvement m*'the income tax levenuei undei 
the new Income-Tax Act (1939) and that portion of the Excess Profits 
Tax which is not classed as Coiporation Tax The amendment was 
necessary m the mteiest of India as a whole and is by no means unfaii 
to the Provinces 

i 52 Recent Provincial finance — The expendituie 111 the Provinces, 
like Central expenditure, has iisen steadily The rise was cJ/pecially 
noticeable between i923;4 and 1928-9, being no less than 22 pei 
cent as compared with an increage of only 4 pei cent in the levenue 
The continued increase in expendituie was made possible m some 
cases by the lemission of Piovincial contiibutions Between 1930-1 
and 1934-5, while Provincial levenues received a setback owing to 
the seveie economic depression, theie was no coiiesponding reduc- 
tion m expendituie, and a succession of deficit yeais was inevitable 
The position improved in the next few yeais, at any rate in some 
of the Piovinces 

Since the iniioductioii of Piovincial Autonomy both the re\enue 
and expenditure of the Provincial Governments have shown consi- 
deiable increase Provinces have benefited by leceipts from the 
Central Government on account of taxes on income as a lesult of 
the Niemeyei Awaid^ the annual cash subventions to some Piovinces, 
and the increased share in the jute expoit duty in favour of the 
]ute growing provinces undei the same award As aheady pointed 
out, new taxes, such as Sales Taxes, Employment Taxes, Urban Im^ 
moveable Piopeity Taxes (as m Bombay), etc, have been lesortcd"^ 
to by the Provinces paitly to find additional ie\enue £01 the expan- 
sion of educational and geneially nation-buildmg departments, and 
partly to meet the gap in the levenue caused by the introduction 
of partial piohibition in some of the piovinces 

Railway Finance 

§58 Financial results of the railways under the Separation Con- 
vention. — T^e financial resu?*ts of the working vi i^ilways undei the 
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Separation Convention of 19^4 can be summaiized as follows Tak- 
ing the period 1954-5 to 1935-6 it is found that the first six yeais 
weie years of prosperity and the last six, years of adversity Tak 
ang the period as a whole the total surplus revenue earned in the 
first six years amounted to Rs 55,64 lakhs, whilst m the second six yeais 
the deficiency amounted to Rs 41,63 lakhs Duiing this long period 
of varying fortune there was a net surplus of Rs 11,01 lakhs or lathei 
less than one crore of rupees per annum after meeting working ex- 
penses, providing for depreciation and paying interest in full 
on borrowed capital ^ The total contributions to the geneial leve- 
nues duimg the period of prosperity, 1954-5 to 1959-30, amounted 
to Rs 42 crores, 01 an average of Rs 3 crores foi the whole period 
dating fiom the Separation Convention During the same period^ 
a balance of Rs 41^^ croies was accumulated m the Depieciation 
Fund 

The f 01 tunes of the railways undeiwent a ladical change for the 
worse m the year 1930 1 That yeai ushered m an era of deficits 
which were mainly the result of the world depression and the drop 
in commodity prices, dwindling of wheat exports, disturbed political 
conditions, damage caused by floods and ’fearthquakes, acute road 
competition,^ intensified rivei and sea competition, and increase 
in working expenses due to increase in wages, etc The taiiff policy 
of practically all countries in the world, many of which weie in the 
past our best customers, also adversely affected the earning capacity 
of the railways ^ 

Owing to these successive deficits the railways failed t<? make 
any contribution to general levenues aftei 19315 The accumulat 
<ed an ears of contribution due under the Separation Convention diui 
mg the years from 193 i-s to 19367 amounted to Rs 30 74 croies 
This figuie rose to Rs 3614 crores at the end of the year 1939 40 
During the same period the railways not only practically depleted 
then general reserves but also boirowed from the Depreciation Fund 
to the extent of Rs 31 34 crorei?, m order to meet then obligations 
legaiding interest charges The utter impossibility of repaying so 
large a liability of nearly Rs 65 crores out of future surpluses within 
^ measurable distance of time led to the moving of an official lesolu 
tion in the Cential Assembly duung the Budget discussions in Feb 
ruary 1937 in favour of cancellation of the entire amount and siait 
ing the next financial yeai with a clean slate MeanVhile, with the 
inauguration of Provincial Autonomy under the new Constitution, 
claims for increased resources were becoming insistent But as 

^ Railway Member's Budget Speech^ Central Budget foi 1935-6, par 17 

^ The Wedgwood Inquiry Committee (1937) estimate the loss of rail\vay traffic 
due to road competition in the neighbourhood^ of Rs 4^ crores pei annum 
Report of the Indian^ Railway Inquiry Committee^ par 169 ^ 

11—32 
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undei the existing Sepaiation Convention, loans £ioni the Depie- 
ciation Fund weic a first chaige on future sui pluses and theie was 
also therealtei the undischarged liability to general ie\enues, the 
latter would have had to wait long before they weie entitled to 
receive any contribution fiom the railways The escape horn this 
dilemma was found in anothei lesolution that was moved b) the 
Finance Member at the Simla Session (1937) proposing a moiato- 
rium of thiee yeais^ foi the lepayment of the liabilities The mora- 
torium resolution made it possible to permit the appiopiiation of the 
surplus of net railway receipts ovei the inteiest chaiges which had 
begun to show itself horn the yeai 1936-7, foi immediately resum- 
ing the contribution to general reveiiues without making good the 
•heavy liabilities of nearly Rs 62 cioies This course of action also 
enabled the Central Government to make a limited assignment of 
the income-tax to the Piovmces in the years 1937*8, 1938-9 and 
1959-40 under the Niemeyer Awaid 

After SIX yeais of deficits the State Railways at last began to pay 
their way and show a suiplus of net receipts ovei the inteiest charges 
and appiopriations to the Depieciation Fund This welcome im- 
provement became evident during 1936-7 paitly owing to the le- 
covery of trade and prices and partly owing to ictienchment in ex- 
pendituie The lecovery, howevei, contained an unstable element, 
in “SO far as it was due to the world’s rearmament programme The 
surplus of Rs 114 crores for 1956-7 was utilized to repay part of 
the debt m the Depieciation Fund Similarly, the surplus of Rs 2^ 
crores' which remained in 1957-8 after making full contribution to 
the Depreciation Fund and meeting the interest charges was ciedit- 
ed to the general levenues under the moratorium resolution (1937) 
referred to above Theie was a certain amount of deteiioiation m 
the year 1958 9, the suiplus realized being Rs i 37 croies only The 
financial lesults for the yeai 195940 showed a distinct impio\ement, 
the net smplus realized being Rs 4 33 croies The clouded mtei- 
national situation dm mg the earlier part of the yeai had contiibiU- 
ed to a considerable holding of stocks m certain commodities and 
there was a fall both in passengei and goods traffic earnings Since 
the declaration of war, however, there has been a maiked change 
especially in the goods traffic eaimngs, and latei in passenger earn- 
ings with an initial improvement m the economic condition of the 
people The tiansfei of traffic from sea to rail routes fiuthei assisted 
the financial position of the railways as did the increase in fares 
and rales introduced horn 1 March 1940 

The impiovement m the financial results m the woikmg of rail- 
ways has since been striking This rs shown by the fact that while 

^ Subsequently extended, up to 31 ]\farch«^i942 
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the railway contribution to the general revenues was Rs 4 ijs ciores 
in 1939-40, the figure anticipated m the budget for 19445 is Rs 3114 
crores, the estimated surplus being Rs 52 crores 

The Convention of 19^4 became inoperative fiom 1 April 1943 ^ 
According to a resolution adopted by the Assembly m Maich, 1943, 
the surplus on commercial lines! in 1943-4 was to be shared with 
the general revenues in the proportion of three to one after repaying 
any outstanding loan from the Depreciation Fund Further sur- 
pluses on commercial lines are to be divjided between the geneial 
levenues and the railway reserves according to the needs of each 
The Convention is not likely to be revived until after the war, and 
even if it is revived, it will probably be modified! substantially in the 
light of the experience gained ^ 

Local Finance 

^54 Local (Rural) Boards* — Since nearly 90 per cent of the 
population of British India lives in rural areas, far grea»ter 
importance attaches to District and Sub-District Boards than to 
the mumcipalities which serve the numerifally insignificant urban 
population At one time Provincial Rates or surcharges on land 
used to be an important item in the Budget of the Central Govern- 
ment Today, however, they form a substantial part of the 
revenues of District and Local Boards, representing a proportion 
of total income varying from 25 per cent in Bombay to ^ per cent 
in Bihar and Orissa (m 1922 3) They were originally starj;ed in 
Bombay and Madras between 1865 and 1869 land were levied on 
land chiefly for the construction and repair of roads, the upkeep 
of schools and dispensaries, village sanitation and other local 
expenditure The principle was extended in pursuance of Lord 
Mayo’s scheme of financial decentiaiization In 1871 Acts were 
passed levying similar ces'ses in Bengal, the Unj^ted Provinces, and 
the Punjab In the Punjab and Oudh, ceSses for loads, sehools and 
the District post, assessed at the time of the land levenue settlement, 
were continued side by side with the new general cess Similar * 
settlement cesses weie introduced in the Central Piovmces, Burma 
and Assam, which were later replaced by a geneial cess Between 
1871 and 1905, there weie added certain ceases for Imperial pur- 
poses The Famine Insuiance Fund was instituted in ^1878, to which 
were added, in some Provinces, cesses for Provincial purposes, chiefly 
for the payment of village officers The financial improvement in 
the position of the Government of India made possible the aboli- 
tion in 1905-6 of all cesses levied for other than local purposes In 
some cases, however, the effect of this ref 01m was not to reduce 

^ See Btij Narain, Indian Economic Prohtems^ \ol II, pp 28-9 
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the amount of the cesses levied, but to transfer the fund from Pro- 
vincial to local purposes, the Provincial Government being com- 
pensated fiom the Imperial Treasury Recently there has been 
a tendency in some Provinces either to increase the general rate or, 
as in Madras to add new cesses for specific local purposes such 
as elementary education The basis of these local cesses on land 
varies with the system of land revenue Thus m the rjotwari areas 
of Bombay, Madras, the Central Provinces and Berar, and in the 
temporarily settled areas of Asisam, the cess is levied on the basis of 
land revenue In the United Provinces and the Punjab, on the 
other hand', the annual value is taken, with twice the land revenue 
as the basis In the permanently settled areas eithei the rental 
Value or the acreage is accepted as the basis As legaids the rates 
of the cesses, they are left to the discretion of the local bodies, sub- 
ject to certain maxima and minima laid down by the Provincial 
Legislatures The land cesses are collected along with the land 
revenue but are largely administered by the local bodies The 
limits vary fiom 6 l 4 cent to 12I/2 per cent ^ The land cess, 
although it IS not proportioned to ability to pay, being levied at 
a flat rate, is eveiywhere recognized as an appropriate tax as it is 
applied for the benefit of the properties which gain by the activities 
of the Local Boards We have already referred to the recommen- 
dations of the Taxation Enquiry Committee that the land revenue 
should be standardized at a low rate so as to leave a wider margin 
for local tfe-xation^ 

Th*e subjoined table indicates the piincipal souices of levemie 


In lakhs of mpees 


Income 

(excluding balances) 

1915-16 

1939-40 

Expenditlre 

191S-16 

' 1939-40 

J 

Piovmcial i^tes , 

Civil Woiks 

Other sources , 

f 

3.39 

1.43 

2,68 

4.93 

2,24 

9.53 

i 

Education 
' Civil Wotk*! 
Sanitation, 
Hospitals, etc 

Debt and Miscell me- 
ous , 

I,S2 

4,t6 

70 

h3^ 

b.S) 

3.9h 

2,21 

4.23 

Total 

7.5° 

16,70 


RS A P 
CS t j 

RS A P 

1 13 3 

Incidence pet head 

Tot xl 

8,00 

16,03 


^ According to the Layton Report there is no longer any excuse for the 
retention of the maximum (which in some Provinces has been one anna in the 
rupee, and has remained unchanged for over fifty years) because (i) the land 
revenue no longei represents a very high proportion of the net produce, especially 
m the permanently settled Provinces, and (u) all the other cesses on land have 
been abolished See Stmon Cott^mtsston Report^ par 275 
- See voI*^I, ch xu, §38 ^ ^ 
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and Items o£ expenditure and the aggregate revenue and expendi* 
ture of District and Local Boards in British India 1 

The above table shows an increase of income from Rs 7,50 
lakhs in 1915-16 to Rs 16,70 lakhs in 1939-40 But a^ this income 
has to be divided among 1,096 Boards, the poverty of an average 
Board stands out clearly 

§55 finance. — As may be seen from the table on p 502, 

the main source of the income of municipalities is rates and taxes, 
which account for about two thirds of the total municipal revenues 
The remaining one-third is derived from municipal property, con- 
tributions out of Provincial revenues and miscellaneonis souices 
The taxes levied by the local authorities may be grouped under 
four heads (1) Taxes on trade, for example octroi duties, terminal 
taxes, tolL, etc , (11) taxes on property, for example taxes on houses 
and their sites (and in rural areas the cess on land) , (in) taxes 
on persons, for example taxes on circumstances, professions, trades and 
callings, on pilgrims, on menials and domestic servants, etc , and (iv) 
fees and licenses Fees are either for specific services rendered by 
the municipality, such as scavenging fees, or are partly oV the 
nature of luxury taxes and partly levied for purposes of regulation, 
such as hcenses for music, vehicles, dogs^ and other animals, etc 
There are also license fees for offensive and dangerous trades The 
Taxation Enquiry Committee point out that considerable vigilance 
IS necessary m respect of indirect taxes, such as taxes on tiade taking 
the form of octroi, terminal taxes and tolls, so as to prevent un- 
due interference with inter Provincial traffic Special j^bjection is 
taken to the octroi and terminal taxes which offend against all 
the canons of taxation, and substitutes such as a tax on retail sales 
or piofession taxes are suggested At any rate a judicious modifica- 
tion of the present system of octroi duties is necessary Anothei 
important suggestion of the committee I's in favoui of ina eased 
assessment of town pioperty which benefits largely from municipal 
activities The machinery for collection and ^assessment, however, 
would have to be far moie efficient for this purpose than it happens 
to be today The heaviest items of expenditure, as the table 
below shows, aie public health and convenience, public works and 
education The municipalities are often unable to meet their ex- 
penditme from ordinal y levenues and have generally therefore to 
borrow money, eithei from the Government nr in the open market, 
to carry out such large projects as water supply, 'diamage works, 
etc The bonowings of the Bombay Municipality are the biggest, 
its loan liabilities on 31 March 1937 amounting to Rs 15 65 crores 

^ These figures represent the aggregate revenue and expenditure of 1,144 and 
1,096 Boards (including Union Punchayats in Madras) in 1915 and i939'4<> 
respectively See SfattsUqil Abstract for Bnti^ India, 1923-4 and 1942 
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Since the total income indicated in the table is distiibuted among 
as many as 813 municipalities^ it is obvious that the average muni- 
cipality in India must be very poor in resources The Bombay 
Corporation alone has an income of ovei Rs 4 croies, and the 
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Calcutta Corporation an income of ovei Rs 2 i|3 crores While 
Bombay and Calcutta^ however, stand head and shoulders above 
an aveiage mwmeipality m this countiy in point of the size of 


^ These figures lepresent the aggregate revenue and expenditure of 714 and 
Sr2 municipalities in 1915-16 and 1939-40 respecti\ely See Stattshcal Abstract 
for British India (i937"8), Tables No 35 and 36 

® These figures refer to 1915-16 and 1936-7 as figures for 1939-40 are not 
available The 1936-7 figures may still be regarded as giving a reliable approxi- 
mation 
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revenue they enjoy, they cannot stand comparison, £01 instance, 
with the city o£ Glasgow which, with a population approximately 
equal to that o£ Calcutta, has twelve times the income o£ Calcutta 
§56 Inadequate resources of local bodies — It is not necessary here 
to trace the piogiess of local self government in India since its incep- 
tion in Loid Mayo’s time We shall confine oui selves to a dis- 
cussion of the financial position in recent times of the local self- 
governing bodies— urban (municipalities) and lural (lural boaids) 
With the inauguration of the Reforms and the tiansfer of Local 
Self-Government to ministers, the question of local finance came 
into increased prominence Considering the devolution of powers to 
local bodies that has taken place and the wide lange of functions 
assigned to the municipalities, imal boaids and panchayats, such 
as Public Health, Education, etc, the resouices ol these bodies are at 
present iitteily inadequate It is impossible foi them to intioduce 
modern standaids of administi ation unless they aie put on an amplei 
financial basis ^ Undei the new constitutions (1919 and 1935), the 
local bodies are called upon to meet expenditiue on services pieviousLy 
lendeied gratis by Government seivants belonging to the various 
departments Also, in the first flush of emhusiasm the local bodies 
forgot that ‘ all undertakings depend upon finance ’,2 and launched 
costly and ambitious schemes of education, medical relief, etc , which 
were beyond their poweis The financial difficulties thus caused 
have lecently been met partly by reti enchment, paitly by a!dditional 
taxation and paitly also by a moie caieful distiibution of the available 
resources ^ 

Causes of inadequacy of resources, — Apait fiom the^general 
low taxable capacitv of the people and their unwillingness to 
tax themselves tor local purposes, anothei impoitant factor ex- 
plaining the inadequacy of local lesources is the unfair distribution 
of revenues between the Cential, Piovmcial and local authorities 
In England the bulk of the contribution fiom land goes to the 
local bodies, the Cential Government receividg only a very small 
amount as land lax In India, on the other hand^ taxation of 
agxicultuial land has been a Provincial fiscal source, and the piincipal 
source of revenue (local fund cess) of local boaids is thus under 
Provincial control As the Provincial Governments themselves have 
not been provided with adequate sources of levenue^ and yet have 
had to undertake iseveral schemes of economic and social reform, 

n 

^ The po\erty of oui local bodies stands m maiked contrast with the iich le- 
souices of similai bodies elsewheie Foi example, as the Simon Commission point 
out, ‘ local lates of all kinds, urban as well as imal, pioduced m 1927-8 in 
India about £i 2 \ millions, which is only little more than the income from 
f'ates m that year of the London County Council alone’ — Simon Commission 
Report, vol I par 377 

^ K lutilya’s dictii^iii a^iopted as a motto by** the Taxation Enquiry Committee 
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they have been dii\en to levy new taxation^ such as a tax on 
immoveable property as in Bombay or sales taxes or the enteitainment 
tax^ which should have been left to the local bodies The Bombay 
Local Self Government Committee (1940) observes ‘The fiscal 
fields of the Provincial Government and of the local authorities are 
not cleaily demarcated and the former has been exploiting potential 
sources of revenue' which should rightly belong to local bodies 
The necessity for demarcating clearly the spheiesi of Piovincial and 
local finances appears to be uigent One of tlie leasons for the 
financial weakness of the local bodies in India is that the local bodies 
have developed by the process of devolution of powers instead of the 
process of a federation of strong, semi-independent smaller units into 
larger political units Another reason ns that the jurisdictions of the 
focal bodies are usually so extensive as to remove them from effective 
touch with taxpayers Had it not been for this, the imposition of taxes 
on houses and persons by local bodies in the villages would have been 
easier From this point of view, the restoration of the influence of the 
Village panchayats and a limitation of the functions of the bodies 
at present operating would be desirable 

§58 Improvement of resources, — Though the lecommendations of 
the Decentralization Commission«and the introduction of the Refoims 
(1919) have led to considerable financial freedom being conferred 
upon local authorities, there has been no material change so far as 
the nature of the taxes imposed i!s concerned except that the taxes 
which may be levied without the sanction of the Government of 
India hav^ been specified in the Scheduled Taxes Rules ^ The 
Taxation Enquiry Committee made the following lecommendations 
with a view to increasing the resomces of the local bodies (1) standardi- 
zation of the land revenue at a low rate so ais to give better scope 
for local taxation , (11) transfer to local bodies of a share of the 
collection of Provincial Governments from ground lents in towns 
and from an increase in the 1 ates of non-agricultural land , (in) em- 
powering mumcipalfties to tax advertisement's (iv) extending the 
scope of taxes on entei tainment and betting , and giving local bodies 
a substantial share of the proceeds , (v) extending and improving 
the administi ation of the taxes on circumstances, propel ty and 
professions , (vi) reducing the import duty on motor cais and en- 
abling the Piovincial Governments to levy a provincial tax in lieu 
of tolls foi distribution 1:o local bodies , (vii) empoweimg local bodies 

^ The Scheduled Taxes ^hich the local authorities can impose under these- 
1 ules are tolls , taxes on land and land values , taxes on buildings , on vehicles 
Of boats , on animals , on menials and domestic servants , octroi duties and 
terminal taxes , taxes on goods imported into or exported from a local area , 
taxes on trades, professions and callings, taxes on private maikets, taxes for 
services rendered, for example, water rate and diamage tax, and fees for the 
use of market^ and other public ^omeniences • ^ 
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in selected areas to levy a fee for the registration of maniages, and 
(viii) supplementing the resources of local authorities by subsidies 
which should be ordinarily restricted to services of national impoitance 
and granted in such a way as to enable the Provincial Government 
effectively to enforce efficiency ^ The Bombay Local Self-Government 
Committee endorse most of these recommendations and make the 
following proposals for improving the financial resources of local 
bodies Sources of municipal revenues could be increased by (1) a 
tax on the transfer of immoveable properties , (11) an assignment of 
a share of non-agricultural assessment on building plots within 
municipal limits , (111) taxes on marriages^ adoptions and feasts , 
(iv) an assignment of the entertainment tax and of 50 per cent 
of the revenue derived fiom' a surcharge on electricity For rural 
local bodies the Committee recommend (1) an increase m the locsil 
fund cess from 1 anna to 1I/2 annas or even 2I/2 annas , (11) the 
levy of a cess of annas on foiest revenue derived from major 
forest produce and (111) an assignment of 10 ^er cent of the land 
levenue The Committee rightly point out that the method most 
suitable to local bodies lies m taxes and cesses levied upon"‘ the 
people for definite services rendered to them, eg a compulsory 
education cess^ Anothei way of ^increasing the resources of the 
local bodies is to extend the scope of municipal trading and enterprise 
so as to lessen the existing dependence on taxes In view of the 
comparative inelasticity of the local taxes it is desiiable to make use 
of non taxation souices to a laiger extent than at present In Western 
countries, the scope of municipal domain— landed estates a^d especially 
industrial and trading domain— is on the increase and there are 
municipal tramways, waterworks, gas and electric works, burial 
grounds, bathing establishments, fisheiies, docks, bakeries, theatres, 
inns and restaurants, mills, factories, dairies, etc All these enterprises 
are apparently not only rendering effective seivice to the civic 
population but are also a substantial 'source of revenue for the 
municipalities ^ This aspect of local finance has been entirely 
neglected! m India and it appears worth while {gr the local bodies 
to explore its possibilities so as to add to their slender lesouices and 
increase the amenities of civic life 


^ Taxation Enquiry Committee Report ^ pars 194-6 
Report of the Bombay Local Self-Government Committee (1940) 

® Shah and Bahadurji, Inunctions and Finance of Indian MumctpaUhes, p 434 



CHAPTER XII 

UNEMPLOYMENT 

Scope of the chapter — A permanent maigm of unemployment 
among industrial woikeis is a feature of the economic system called 
into existence by the Industiial Revolution m Western countries 
Certain palliatives^ such as unemployment msmance allowances and 
poor relief funds^ have come into use in these countries^ without 
however touching the fundamental cause of unemployment, namely, 
a maladjustment between production and consumption insepaiable 
from the individualistic system of competitne pioduction foi woild 
markets Depression m mdusiiy aftei the wai of 1914-18 created 
an unemployment situation of unprecedented magnitude But 
though the evil has manifested itself on a scale unknown in the past, 
the ^phenomenon of mdustiial unempio)ment itself is sufficiently 
familiar in the West 

With m here in Ind*ia, the problem of unemployment pieseiits 
aspects which, while equally difficult to tackle, are somewhat 
different from those found in Western count! les In the fiist place, 
the vast majority of the population depends upon agiiculture, and 
we have already seen that, in most paits of India, there is seasonal 
unemployment in agriculture for five to nine months in the yeai 
during jhe^lack season , and we have discussed the question of 
suitable supplemental y industues to keep the cultnator occupied 
during this peiiod of enforced idleness But a more serious aspect 
of the unemployment pioblem piesents itself in connexicm with the 
peiiodical occunence of scarcity 01 famine, due to a paitial or total 
failure of the monsoon, leading to a paitial 01 complete stoppage of 
agricultuial operations ovei wide aieas^ and disengaging a vast 
quantity oL agiicultuial laboui and* of laboiu employed in induv 
tnes subsidiaiy to agriculture This is by fai the most seuoiis ioim 
of unemployment to which India is liable 

Turning to occupations and industries othci than agricultuie, 
we may distinguish between the manual oi hai d-handed woikeis, 
and the intellectual aijd cleiical 01 soft handed workeis constitu- 
ting the ^called educated middle class Regaiding^ the foimer 
category of industrial workeis, it is cleai that imemployraent among 
them, though not unknown, does not as yet exist on the Western 
scale for the simple leason that oiu mdustiial de\elopment not 
yet of an advanced chaiacter Such organized industues as we had 
were no doubt caught up in the world-wide depiession of 1929-^^^ 
and there existed a good defti of mdustiial uirempjoyment in India 
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ais m the case of the othei industrial countries of the world Owing 
to the closuie of workshops and factories, or retrenchment in them, 
a number of operativeis, skilled and unskilled, were without work 
But in more normal times the complaint is lather that there is 
scaraty of industiial labour than that theie is unemployment among 
Its ranks Moreovei, unemployment when it does come has not the 
same terrois for the operatives m India as in the West, owing to 
the fact that most of our industiial labouiers have predominant 
agricultuial interests Often indeed woik in a factory is regarded 
as a second stung to the bow and is taken up only duiing the slack 
agricultural season Industiial unemployment in India differs from 
the corresponding phenomenon in the West not only as regards the 
scale but also as regards the nature of the problem it creates for 
the State To a certain extent the problem is automatically solveU. 
m India by many of the unemployed leturning to their villages 
The distress is in this way merely t^ansfened from the industrial 
to the rural areas, and not leally remedied But it at least largely 
disappears from sight so far as the industrial centies are concerned 
and one does not see as in Europe 'shoals of the unemployed walking 
the streets of our industiial cities in vain search of work 

As distinguished from unemployment among indri'strial workers 
in organized industries, there is some unemployment among cottage 
workers In our chapter on the economic transition in India^ 
and our discussion of the position of cottage industries/ a general 
idea has alieady been obtained as to the manner m which the 
different classes of aitisans have been affected by the transition, and 
we have foimed some notion, of the haidship and distrels which 
have been the poition of many of them, who, having lost their old 
occupations, have not found a satisfactory substitute for them 

Another species of unemployment which is comparatively a 
modern growth in India is middle-class unemployment, affecting 
those who have attained a certain standaid of education and who 
depend more or less exclusively upon non manual^ or clerical 
occupations This is a problem that has recently pushed itself veiy 
much to the foiefront 

In this chaptei we propose to concentrate attention on ruial 
unemployment due to famines and midd l e-class u ne mploym ent 

Rural Unemployment Famines and Famine Relief 

§2 Responsibility for famines. — The fiequent occiurence of famines 
in the last quarter of the nineteenth centuiy accompanied by t 
political awakening of the people gave these calamities a prominence 
which possibly they would not have attained otherwise Indian 
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publicists attributed their seventy to the industiial, financial and 
land revenue policy of the Government By the great majority of 
people^ the British Government came to be regarded as the sole 
cause of famines, and this facile view of things was not disturbed 
by unimpeachable historical evidence of equally, if not more, severe 
famines m the pre-Bntish days This unaitical attitude elicited 
the cheap retort that famines were entirely due to failure of rains— 
a circumstance beyond the control of the British or any other 
Government This^ howevei, lather missed the point of the critics, 
who blamed the Government not for withholding ram but for 
causing the impoveiishment of the people which made them incapable 
of lesisung the effects of occasional scarcity In this chapter^ how- 
ever, we are not concerned with locating the lesponsibility for Indian 
poverty but with the less contentious subject of the natuie of Indian 
famines and the machinery devised to combat them 
^3 Economic effects of famines, — The economic effects of famines* 
aie bound to be disastrous in a preponderantly agricultuial country” 
like India T he hea vy moitahty due to sheer starvation, which used! 

(p a regular featuie of the famines m the old days, has ceased 

to characterize modern famines, though the epidemics which still 
follow in the wake of famines send up the mortality figures very 
gieatly Ther e is a general lowering of the efficiency of the surviving 
people ^ and the suspension of cultivatxon._involyes a great economic 
cultivauijs, , Pood famines aie often accompanied by foddei 
famines, and the resulting loss of cattle fiuther hanyieis agriculture 
* There is al^ an adverse reaction on trade and industry because of 
} the redaction in the purchasing powei of large numbers of people 
Pjiblic^ finance is greatly disorganized and the Government is hit 
haid both on the side of revenue which inevitably shrinks and of 
expenditure which equally inevitably expands 
?4 History of famine relief.^ — It is wiong to suppose that in the 
pre-British days there weie no famines at all 01 that they were less 
seveie than m the present days We lead that in the famine of 
i2ig^ whole families di owned themselves as an escape fiom slaivation, 
also that in the famine of ij5.^5 people Uied to live on the hides 
of dead beasts, and that the famine of 16^ actually led to cannibalism 
In the face of these terrible recoids of well-authenticated facts^ it is 
impos:sible to subsaibe to the populai opinion that the British in , 
some mysterious way brought famines with them to India Famines 
on the contrary Vere more common m pre-British days while^ owing 
t p defective co mmunica^tions. the system of famine relief was inevitably 
l^SS>,,.^ffecuve than at present Theie were cejcitral granmies at | 
w hich were originally maintained as | 

For brief, but excellent, treatment of famines in India, see A Loveday,. 

The Htstory and Economics of Indian Fonni^e^ 
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in times of famines could' be used to feed the starving poor As 
^mmunications were undeveloped, the village rather than the Central 
overnment became the vital organism of society, and/ it was the 
surplus gram stored m the villages from which any relief could be 
ef&cacy of this arrangement depended on the intensity 
o the famine and its duration The construction of public works 
like canals and tanks or the erection of temples, mosques, forts or 
palaces at public expense gave employment to a number of people 
and may have been useful m mitigating distiess Lastly, it may^be 
believed that the kings occasionally attempted dire'ct "charity, which, 
Jiowever, from the nature of things could not have been anything 
but inadequate as a remedial measuie The piesent view as to the 
responsibility of the State in this matter is a very recent growth 
Coming to the British period, the most important famines during 
the regime of the East India Company between iy6o and 1857 weie 
•ithose of 1784, 1802, 1824 and 1837 Excepting the first in 

the list, these famines' did 'hot leceive' "the same elaborate attention, 
leither at the hands of the Government, or of the historians, as the 
famines of the latter half of the nineteenth century The TninHs 
•of people were pieoccupied with other grave matters, such as the 
continuous wars, the widespread ’"'diaoider caused by the sudden 
intioduction of unfamilia r judicial and la^d revenue systems and^a 
admmistiation m the hands of ill paid and inexperienced^ 
‘Officials, unemployment on a large scale caused by the sudden demobili- 1 
zation of the troops of Indian princes^ the depredations of the - 
Pmdaiis, etc ^he political and administrative preo^upations of'* 
It mdiffeient to the question, of the economic 
regeneration of the people Even if it had the opportunities, it is 
^doubtful whether it would have had the will to do anything, because 
Its whole outlook was vitiated by commercial consideiations and it 
seemed to be more concerned with the dividends of its shareholders 
4 .han with the lives of those from whom these dividends weie drawn 

years of its existence acknowled^d in a 
general way its otihgation^ to the f amine-strickeiPp^^ , but it 
rf ailed to evolv e a ny sy stematic famine policy Slipshod and spasmodic 
efforts were made to deal with famines by regulating prices and 
tiade in corn, encouraging emigration and occasionally undertaking 
public works But all this was mere tinkering with a vast problem 
It is to the period follow ing^ the transfer of J[n|iia to the Crown 
^ISS-that we^ must turn for theJilaboration of a proper system^ 
of prevention, hmrance thiough many expeii** 

ments and failures, In this period fall several great famines such 
as that of north-west India in i860, ofQrgsa m i86k, of Raiputana 
in^Mf oTmh^T inj873. "greuth^;;g’^76 and 
widespi^ad fairnnes* of 1896* and 1895 1900 which affected various 



510 INDIAN ECONOMICS 

parts o£ India, including Bombay, Madras and the Central Pro- 
vinces The Orissa famine of 1865 affected five ciores of people 
and was responsible foi a heavy mortality of ten lakhs The 
Government weie slow to take action m the beginning, though food 
was later poured in laige quantities into the affected areas The 
great loss of life in this famine led to an inquiry presided over by 
Sir John Campbell, and the Government announced their definite 
pokey to save lile at any cost In the Bihar famine of 1873 
Government ened in the direction of indisciiminate charity and 
excessive expendituie The great South India famine of 18768 
involved a mortality of 152 lakhs This led to the appointment of 
the first gieat Famine Commissmn piesided ovei by Six Richard 
Slrachey, and on the measmes taken by the Government of India 
the instance of this Commission is based the subsequently 
daboiated machineiy of famine relief Among the steps taken by 
the Government may be mentioned the intioduction in 1878 of a 
Famine Insurance Giant by which a sum of Rs 11/2 crores was 
provided in the annual budget of the Government of India to be 
spent on direct relief if Aere was a famine, and on the construction 
of public works of a protective natme if the year was normal , 
the extension of communicatiolis by the system of the ^ new 
guaranteed railways the cleai definition of the principles of famine 
relief as provision of work to the able-bodied at a wage sufficient 
to secure health but not ordinary comforts, and gratuitous relief 
to the infirm m their own villages or in poor-houses , assistance 
to the landowning classes by way of takkavi loans , and the suspension 
and remission of land revenue Famine codes embodying these 
principles were made for eveiy province These codes were put 
to a severe test during the famines of 18967 and 1899-1900 and 
were amended in the light of the experience then gained The 
earlier of these famines was followed by the appointment of a 
Commission presided , over by Six James Lyall, which made certain 
xtcommendations for the relief of special classes like weavers and 
hill tubes, proposed rules for the management of chaiitable funds, 
^'vocated a freer grant of gratuitous lelief in villages, but dxs^ 
approved of tEe extension of decentralized relief works The 
second of these famines came too rapidly on the heels of the first 
to allow the Government time to consider these recommendations 
Itx 1900 the Maharaja of Jaipur donated Rs 16 lakhs to constitute 


the nucleus of the Indian Peoples’ Famine Trust In 1901 the la^t 
F.immg^ Cuuimis s}iqn under Su Antony Macdonell raiphasized' the 

' or * KUUng Jxeart ^mo the^people % 
that is, assisting the people by loans and other means immediately 
danger is scented, by the prompt and liberal distribution of takkavi, 
early suspensfjpn of land reveiTUe, and a" policy or * pendent boldness ’ 



UNEMPLOYMENT 51I 

involving the piepaiation of a large and elastic plan of relief, 
constant vigilance and full enlistment of non-official help The 
Commission fuither drew attention to the necessaty of devising 
measuies for tackling a foddei famine and of saving cattle Lastly 
It recommended the starting of cooperative ciedit societies and the 
extension of State iiiigation woiks of a piotective chaiactei The 
amended famine codes embodying these principles ha\e well stood 
the test of subsequent famines, such as that of the United Provinces 
in 1907, of Ahmednagar m 1913, and the fai moic seiious scarcity 
of 1918 and 1920, and these visitations of natuie may now be said 
to have been bi ought more effectively undei human contiol than ever ^ 
before in the history of India 

^5 Change in the nature ofTammes. — One mam cause why this 
satisfactoiy result has been bi ought about is that the nature <?£ 
famines has entirely changed The Special Commi-asion of 1867 
defined famine as ‘ suffering from hunger on the part of large 
classes of population but the history of famines in India is largely 
a discovery of a change m the meaning of that word brought 
about by two mam factors fiist, the improved means of com- 
munication and tran^ort by which defic:^ency in one part can be 
relieved by drawing upon the abundance m othei parts , and secondly, 
the progiessive perfection of the administrative organization dealing 
with famines ^ We jiave now no such thing as a food famine, for \ 
although the rams may fail m one part, it is very rarely that this 
IS not balanced by an exceptionally good monsoon somewhere else , | 
and' thus, taking the countiy as a whole, theie is geners^ly the usual 
quantity of food available Modem famines are thus not food 
famin es but money famines, and what the State is called upon to do 
IS to provide woik and wages on an adequate scale At present a 
famine is more accurately desciibed as a temporary dislocation of 
employment due to the failure of crops, than as widespiead death 
from starvation Famine relief therefore piimanly consists in 
pioviding employment foi tho|e against whom nature has declared 
a temporary lock-out ^ When oidinary employmmt fails, the Govern- 
ment open relief works on which practically everyone who seeks 
emp loyment gets it and is supposed to^eain enough by way of wages 
to enable him to buy just sufficient food 

^6 Classification of causes and remedies — The causes of famines 
may roughly be divided into two kinds (1) immed'i^ and direct 
causes like di ought 01 the after-effects of diougfitT'and '’Jn) remote 
but fumSament causes which have to do with the intense poverty 
of the people and then consequent inability to resist the slightest 
disturbance of the noimal economic life The first kind of causes 

* See Lo\ofh> op cit 

® See T^Monson, ISconomtc 'J^ransition tn India^ jp 124 
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can be met by the adoption o£ measures foi the alleviation of distress 
or by making wise provision beforehand and remaining always in 
a state of preparedness to meet the calamity Storage of grain and 
fodder and all insurance schemes are instances of previous prepaied- 
hess To deal with the second kind of causes we must dig deep 
down into the fundamentals of the question of Indian poverty 
The solution of this tremendous problem has to be approached from 
many sides and involves the adoption of an ail-iound intensive pro 
gramme of economic regeneration 

§7 Direct causes and remedies.— The chief dn ect cause of famines 
being deficiency or total failure of rams, it would be clearly an 
advantage if the probable chaiacter of the coming monsoon could 
be foretold The Meteorological Department keeps a regular lecoid 
of the weathei conditions pievailing in the different paits of the 
country It is supposed that these data and especially a scientific study 
of the conditions prevailing in the upper stiata of the air are capable 
of furnishing sufficient clues for making successful forecasts about 
the monsoon Excessive rains and floods are also causes of famines, 
but the damage "due to these can generally be repaired with compara- 
tive ease Locusts and odier insect pests and various kinds ol fungi 
are often responsible for failuie«of crops Government mycologists 
and other experts are engaged in fighting these causes 
§8 Famine Insurance and Relief Funds.— The piecautionaiy mea- 
sures against famine include the Famine Insuiance Giant mentioned 
above The Government of India used to allot funds out of this 
grant to thfe different provinces according to their need's Before 
the Reforms famine relief had come to be a regular divided head 
of expenditure, the Central Government bearing two-thirds and the 
Provincial Governments one-third, of the expenditure But after the 
financial decentralization that followed the Reform's of 1919 each 
province was required to provide for its own famine insurance out of 
Its revenues annually^ The unspent giant formed part of the Cential 
balances on which tii^ Central Government paid interest The 
balances of the fund could be -spent on (1) relief of famine, (ri) con- 
struction of protects e works for prevention of 'famines, \nd (111) grant 
of loans to cultivators, A scale of the Famine Insurance Fund'^ws 
laid! down, and each Piovmcial Government was required to contn- 
bute from its resour^^^a^xed sum every year for Famine Insurance m 
proportion to itsjiability to famine Thus while Bombay, the Central, 
and United Provinces contributed to the Famine Insuiance Fund 
Rs 63 60, 47*26, and 39 60 lakhs respectively, Bihar and Orisisa con- 
tributed Rs 11 62, Madras and the Punjab 6 61 and 3 81 lakhs The 
contribution of Bengal was Rs 2 00 lakhs, and of Burma and Assam, 
only Rs o 67 and o 10 lakhs respectively The aggregate contribution 
to the Famine Insurance Fufld was R 9 175 27"la klps annuaUy^ 
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The constitution o£ the Famine Insurance Fund undeiwent a 
ladical change with effect from the financial yeai 19289 Undei 
die new regulations, the Fund ceased to be an Insuiance Fund It 
was called the Famine Relief Fund and it provided as its mainj object 
for expendituie on famine relief proper, the word famine being held 
to cover famine due to di ought or other natuial calamities Accord- 
ingly, the annual assignment from the 1 evenue, as well as< the balances 
till they exceeded a certain amount, weie not expended save tipon 
the lelief of famine Loans to cultivatois were not gi anted from the 
new Famine Relief Fund duect, though the Fund might advance 
money for financing the Piovincial Loan Account if and when its 
balance exceeded the prescribed minimum The balances at the ciedit 
of the old Famine Insurance Fund on 31 Maich 1928 weie uansfeiied 
to the new Fund on 1 April ^1928 In Buima and Assam, where no 
Famine Relief Fund had been cieated, the balances at the ciedit of 
the old Famine Insuiance Fund weie tiansfeiied to the general 
balances of the piovmces The additions to the Famine Relief Fund 
during the year 1939-40 amounted to Rs 13 45 lakhs , the total 
withdiawals, to Rs 2j. 29 lakhs , and the closing (gioss) balance on 
31 March 1940 was Rs 3,07 67 lakhs ^ 

The new Constitution under the Government of India Act, 1935, 
contains no provision foi a separate. Famine Relief Fund From the 
institution of Provincial Autonomy on 1 April 1937 the balances at 
the credit of the Fund have been handed over to the piovmces, and ' 
It has been left to Piovmcial Governments and then legislatures to 
take the measures hitherto pi escribed for them 

Funds fiom the Indian Famine Trust aie used to holp the pool 
tiom the supciioi classes who cannot accept Government feliei in 
the oidinaiy way For meeting famines when they actually occm, 
howevei the Government mainly icly on the leliet organization 
which was evolved m the latter half of the nineteenth centuiy The 
inci easing efficacy of this organization is attested by the compai alive 
ease with which the people stood the stiam of the severe famine con- 
ditions of 1918 ’ 

^9 Description of relief measures— \ biief desciiption of this 
organization will give the readei an idea of the elaborateness of 
the machinery and of the minute care with which it has been per 
fccted- (1) Standing preparations arc made on a laige scale Valu 
able information is gathered about climatic conditions, aopj> and 
puces, births and deaths, jrrogiammes of suitable relief works arc 
kept ready and brought up to date , the country is mapped out into 
relief circles and reserves of tools and plant are stocked (n) When 

^ See Ftmnce and Revenue Accounts of the Government of India 
1 No 92 

- See Imbenal Gazetteer of India, vol III, pp 477-81 



rams tail, a caietul look-out is kept tor clanger signals sucli as use m 
prices, restlessness o£ the people, their aimless wandeiing, contraction 
of private charity, and increase m crime, especially petty thefts 
(ill) The Government then take preliminary action and declaie their 
general policy as based on moial strategy Meetings aie called at 
wh'ch Government policy is explained to the people, non official help 
IS enlisted, suspension of revenue is declared, and loans loi agiicul- 
tuial improvements aie made Village inspection begins and pie- 
hmmaiy lists of helpless peisons aie piepared (iv) Then follows the 
fiist stage of actual leiief Test woiks are opened and, if considerable 
laboui as atti acted to them, they arc converted into lelief woiks on 
the principles laid down in the famine codes (v) The next stage 
commences horn Decembei Central relief camps are organized and 
gratuitous lelief is given to the infirm^ m the villages Pool -houses 
ajpe opened in towns, and village kitchens are run £oi the benefit of 
children The distiess i caches its climax m May when theie is fear 
of an outbreak of choleia (vi) The last stage begins with the advent 
of the rains The laige relief works are closed down and people aie 
moved in batches to smaller relief works near their villages so as to 
prevent the spread of epidemics and to facilitate the lestoiation of 
normal agricultmal conditions without needless delay Local gratui- 
tous relief is extended anH liberal advances aie made to culiivatois 
foi the purchase of cattle, ploughs and seed When the piincipal 
autumn crop is ripe, the few remaining works are giadually closed 
down and giatuitous lelief ceases Tlie famine is ordinarily at an 
end by the middle of October All this time the medical staff is 
kept ready lig deal with cholefa and malaria, diseases which generally 
appear when the lains break out 

§10 Ultimate causes and remedies.— -The great poverty of the people 
is the ultimate cause of famines, and throughout this book we have 
been considering one or other of the numerous featuies of Indian 
poveity, such as the excessive lehance of the population on agricul- 
ture— an indusuy dependent on an uncertain rainfall— the decay of 
old industries and the absence of new ones, and a pcasantiy steeped 
m indebtedness, living from hand to*mouth, without any reserve to 
fall back upon in times of scarcity The remedies for inci eas ng the 
economic strength and staying power of the masses include a gicat 
variety of measures su^ as raising the credit of the cultivator and 
hj.$^ standard of living^, constiuction of direct and indirect protective 
works like irrigation carols, loads, and repairing wells, improvement 
m general admmistration-xnore especially land revenue administra- 
tion with a reasonably light assessment and a sympathetically admin^s 
System of suspensions and remissions, a well thought-out and 
improvement of agrTculture through the agency 
offhe agricultuial department^^agricultural colleges, research institutes. 
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etc , the fullest utilization of the cooperative movement, develop- 
ment of large-scale industries and encouragement to cottage industries— 
in short, economic planning for the country m all its aspects 

Middle-Class Unemployment 

ni The scope of the iprohlem*— The terms * educated * and ‘ middle 
class ’ are in common use, but it is not easy to draw precise dividing 
lines between the educated and the uneducated, or between the 
middle class and the higher and lower classes It is usual to include 
in the term ‘ educated m ddle class ' such persons as are not well-to-do 
enough to dispense with earning then own living, who follow non- 
manual occupations and have received some foim of secondary or 
higher education Sometimes, ^however, those who have at least com- 
pleted the full vernacular or anglo vernacular course are also regarded^ 
as coming within the definition of the ‘ educated class ^ 

§12 The seriousness and extent of middle-class unemployment — 
Middle class unemployment has in lecent years assumed alarming 
dimensions! and attracted widespread public attention, and Central 
and Provincial Legislatures, as well as semi official bodies like \he 
Universities, have of late interested themselves m this problem 2 
Between 1924 and 1928 a series of investigations through specially 
appointed committees were carried out in some of the British Indian 
Provinces (Bengal, Madras, Bombay and the Punjab) and also m 
some of the Indian States like Travancore The most recent com- 
mittees were those appointed by the United Piovmces Government 
(19^5, undei the chairmanship of Sir Tej Bahadur Sapr^), and by 
the Bihar Government (1937) ^ 

The Reports of all these committees leave no doubt regarding 
the all-India character of the problem of unemployment among the 
midd e classes^^ The Madras Committee point out that the piopor- 
tion of educated men seeking employment to the demand for them ^ 
IS roughly two to ong, and as the result of certain calculations about 

present war has created many'* new avenues of employment and educated 
unempto>ment is practically non-existent for the time being, but on the termina- 
tion of the war the problem will reappear unless the vaiious plans of post-war 
development and i econstruction are put into operation so as to provide employ- 
ment on the present scale 

* The Conference of Indian Universities held m 1930 considered the question, 

but had nothing more to suggest than that Universities should collect statistics 
regarding unemployment among their products • 

® The Bombay Labour Office in 1938 initiated a fresh inquiry into unemploy- 
ment among university graduates 

* An interesting review of the situation regarding middle-class unemployment 
ir the different provinces and Indian States and of the measuies of lehef eiihei 
adopted or contempHted, will be found m Proceedings of the Ninth Industries 
Conference (1937), Bulletins of Indian Industries and Labour, No 65 



the anaual output of schools and colleges and tlie proportion of 
vacancies occurring in the natural comse of things, they conclude 
that the amount of unemployment is very distiessing The Punjab 
Committee (1927) aftei similar calculations found that, whereas the 
output of anglo'vernaculai schools and colleges had moie than doubled 
during the five yeais 1922 7, there had been nothing like a correspond- 
ing increase in the number of posts available in the Government 
Bepaitments or in commeiciaj and business films While the total 
number of applications received for a post which is adveitised is 
by no means an accurate index of the extent of unemployment, £01 
some of the applicants may be in possession of jobs and may 'yet 
desire to improve their piospects, it is neveitheless significant that 
two test adveitisements in the Madias Presidency given at the instance 
of the Madras Committee called forth^ 666 and 787 applications les 
pectively The fiist was a clerk's post in the P\\ D carrying a 
salary of Rs 35 pei mensem, and the second was a clerk’s post in a 
commeicial firm on the same pay 

Unemployment on this scale is a more seiious evil than is com- 
monly recognized Besides the individual suffeiing it causes to 
the unemployed, then disappointment and sense of injury produce 
a general demoi ali/atiow which is cumulative in its effect from 
generation to generation The •‘existence of a large number of dis- 
gruntled young men is also dangerous to the political stability of 
the State The point has been well put by the Sadler Commission 
'The existence and the steady maease of a soit of intellectual pio- 
letariat, not without reasonable grievances, foims a menace to good 
goveinmenC especially in a country where the small educated 
class is alone vocal It must be an equal menace whatever form the 
government may assume So long as the great mass of the nation's 
intelligent manhood is diiven, m ever-increasing numbers, along the 
same, often unfiuitful, course of study, which creates expectations 
that cannot be fulfilled, and actually unfits those who pursue it from 
undertaking many useful occupations necessary ioi the welfare of the 
count! y, a;»iy Goveimnent, howeverr.it may be constituted, whcthei 
It be bureauciatic 01 populai, must find its woik hampered by an 
unceasing stream of ciiticism and a natural demand foi relief which 
cannot possibly be met ’ Again, the gospel of revolutionary socialism 
01 communism finds willing devotee^si m young men who muse a 
strong sense of peisonal injury against a scheme of things ui which 
appaiently they have no place 

§18 Classes particularly affected ~ The Bombay Enquu7 finds that 
numeucally the most impoitant section affected consists of young 
peisons below 27 yeais of age, especially those whose training has 
been purely literal y and who have proceeded to higher education 
thiough the anglo vernacular comse As might l^e expected, uii- 
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employment is most acute among those who have not succeeded m 
passing the SchoohLeavmg or Matiicuiation examination which is 
considered to be the minimum qualification foi Government seivice, 
less so among matriculates and intermediates, and (comparatively) 
least of all among graduates with piofes&ional qualifications In the 
teaching profession there is more unemployment among untrained 
than aitiong trained teachers As regard's the legal profession, it is 
commonly agreed that it is much overstocked, and many junior 
members of the bai find it difficult to make a living Similarly, the 
medical profession is overcrowded' in the larger towns, though there 
is a paucity of medical men in the villages and smaller towns, where 
the amenities of life are pool and the people not accustomed to pay 
legular cash fees for medical relief The position of engineers ii 
only slightly better Theie aie large numbeis of persons who are 
fit and willing to be employed* on the railways, but are not yet trained, 
and therefore fail to get employment As regaids banking and 
accountancy, while those who have received advanced special training 
or acquired expeiience do not remain without jobs, theie are score', 
of others who have had no special trainiging and who fail to get 
employment 

§14 Causes of unemiploymeut*^— (i) Fost-wm economic depression 
and retrenchment —I ndia, li ke the rest of Ae world, was hit by the 
j>osuwar_economic jdepression Large numbers of persons employed 
in the clerical and the combatant branches of the army were dis- 
charged on the cessation of the war of 1914-iB and-*lt was not 
possible to absorb them elsewhere, as even the normal volume of 
employment offered by Government and semiptiblic bodies and 
business firms was not available The axe of letrenchment was 
applied in all directions and even the old establishments were 
not fully maintained T he econom ic depressmn became particularly 
severe during the years 1939-34 and the middle classes along with 
others passed through a period^ of unexampled distress ^ A limited 
3£COvery has taken place since then 

(11) Defects of the educational —Another alleged cause 

of unemployment is the lack of adjustment between the system 
qfje^G^qrLnow in force in the country and the needs of industrial 
pi ogress The opinion is widely held that our piesent system of 
education is such as to produce persons qualified almost exclusively 
for clerical occupations, and that it is regarded almost as an avenue 
to Government service - Sir George Anderson, m his note prepared 

^ The Bengal Committee suggest a classification of unemployment based on 
a distinction between a man who is unemployed through no fault of his own 
and another man who is unemployed because he is really unemployable m 
the type of available employment hp seeks, fr^uently through causes over which 
he has no control ^ee Report of the Bengal Unemployment Cofwwtttcc, par 2 

* * Our high schools and colleges suffer not for ,wnnt of vocational training 
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for the Punjab Committee, admits that ‘ in its \ery inception, it [die 
present system of education] was moulded with the special object of 
preparing boys for external examinations, the passing of whxdi is 
for many only a snare and a delusion, and with the object of training 
boys foi clerical vocations which are now pioclaimed to be over 
stocked and which offei insufficient avenues of employment to laige 
throngs of applicants', and he proceeds to desciibe the matriculate, 
whom he regards as the crux of the problem oi unemployment, as 
'a derelict, a wanderer on the face of the earth, unemployed 
because he is unemployable * ^ The aveiage educated Indian 
looks first to Government service as a means of livelihood and, 
failing that, to clerical work under some scmi official body, such 
as lailways, municipal and othei local bodies, poit tiusts and the 
like A furthei chaige made against the educational system is that 
; it renders boys unfit for their ancestral occupation, as they cannot 
for a minute pictuie themselves stooping so low as to earn their living 
I with their hands, and piefer being fifth-iate cleik«^ aftci a smatteiing 
’ of education to earning a bettei income m the so-called manual 
j occupations, including agriculture The lanks of those who have 
traditional aversion to manuaf laboui aie thus swelled by the 
present system of education^ winch is 'sterilizing' and tends to 
' dimmish the intellectual eneigy of those who leceive it and is m 
many cases a positive disadvantage to them ' The agricultural, 
artisan an^ backwaid classes themselves are trying more and more 
to sench their children to schools and colleges with a view to Govern 
ment service and the learned professions and thus piomote themselves 
to the higher rungs of the social laddei This fatal fascination 
exercised by literary and quasi-literary occupations, within whose 
range of influence even the classes who have had no tradition of 
'letters' aie being increasingly drawn, fiuther emphasizes the pre- 
vailing unemployment among the educated classes We must, how 

r 

but for their concentration on training of n definitely vocational but very limited 
type Essentnily practical and utilitarian, they have aimed at the production 
of Government officials, lawyers, doctors, and commercial clerks ’ — \ Maybew, 
The Education of Indta^ p 149 

* As the Bengal Committee observe, one great defect of the educational 
system is that it leads t» one end only, namely, the M A , M Sc , or B I 
examination * It 4 s like a hambooy each joint being an examination and the 
diameter lemaining piactically the same size from the root to \ery near the 
top It has no branches and the crowning top covers a very small area What 
is required is a spreading tree with branches going off in as many directions 
as possible at definite points along the trunk, not all at the top * — See Report 
of the Bengal Unemployment Commttteey par 29 

® This IS indicated by the large proportion of the educated unemployed in 
Madras being sons of cultivators, reveled by certain figures collected m 
connexion wiHi the census of 1931 

* Sir Phlllo HnftOtCf’R ffici ■RoMrfdl 4-*-an 
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ever, add that while it is true enough that paients do not display 
the necessaiy vision and fores ght m choosing occupations £01 their 
boys, this may to a certain extent be attributed to the absence of 
suitable and adequate facilities tor practical education—agi iculturab 
technical, industrial or commercial 

(ill) Social causes —There are also certain social causes such as 
the caste system, eaily marriage, the joint family system and com 
niunal inequalities, all of which ' operate powerfully though silently 
m determining as well as impeding the economic ambitions and for- 
tunes of the educated men’i For instance, caste fiat pi events 
educated men from taking to useful occupations which aie regarded 
as undignified in the particular communities to which they belong 
Early maiiiage not only mtei feres with adequate tiaming but also 
places too eaily in life the responsibih ty of maintaining a family 
on the shoulders of young men The jomt-family system, while it 
makes the burden of this responsibility lightei and offers protection 
to the weak and the helpless,- leads to economic parasitism and ci*amps 
individual initiative and ambition Unwillingness to move out of 
then abodes and seek their fortunes away fiom their homes, which 
IS one of the results of the jomt-f^mily system, is another suggested 
cause of unemployment among the educated classes On the other 
hand^ according to the Madras Committee on middle-class unem- 
ployment, this immobility is on the decrease and has little bearing 
on the bulk of unemployment, which is mainly the igsult of the 
supply of men being far in excess of the demand £01 

(iv) Economic backwai dness —The most important cause of 
middle-class unemployment is the very poor industrial development 
of the country and the paucity of openings available foi educated 
young men In England there are altogether about 16,000 occupa- 
tions excluding the aimy, navy and the civil sei vices In India there 
aie peihaps less than 40^ The mere ext ensign of the facilities for 
vocational and technical trammg, it must be remembei-ed, does not 
lully meet the situation It will no doubt speed up the develop- 
ment of industries but it will not by itself call them into existence 
unless special measures are adopted simultaneously foi the promo- 
tion of mdustiies to absorb the trained men As the Bengal Com- 
mittee {Repoit, par 30) wisely remark, iln an ideally balanced 

• 

* Madras Report, p 18 , see also vol I, ch iv 

* The Bombay Report shows that 49 46 per cent of the total, or nearly half 

the unemployed persons m the Presidency, weie supported by their relatives 
during the period of unemployment, 8 15 per cent maintained themselves on 
previous savings, 7 67 per cent by casual work, 4 91 per cent by income from 
real property Cases in which the unemployed had to depend upon vicarious 
'Charity were compel ati^ly few ^See op citl^ par 04 ^ 

^ Madras Report, pp 18 and 27 

* See Tra'^mneore Report, par 58 



INDIAN ECONOMICS 


520 

deyelopment technical naming and economic piogiess should pio~ 
ceed forwaid togcthei, each being stimulated in turn by the othei 
^Vhen one lags it should receive a stimulus and vice veisa ' In the 
usual discussions about the causes o£ unemployment, sometimes 
exaggerated emphasis is placed on the excessively litciai) chaiactei 
ol the picsent system o£ education m this countiy and on the pics 
ence o£ caste prejudices, to the neglect o£ othei lactois such as the 
under-de\eiopnient ot the economic lesomces o£ India This, as has 
been repeatedly pointed out, is at the basis o£ the poveity of the 
masses and, in the last analysis, dominates all species o£ unemploy- 
ment 

A5 Remedies for unemiployment,~"EmpZoy??ie?U Bineaux ---The 
embuses of unemployment being many and vaiious, thcie can be no one 
sovereign remedy foi it IiLthe fust place, ceitain palliatives winch 
have been put foiward may be noticed Employment bureaux iun;ir 
by universuies, Goveinmcnt depaitnaenis 01 piivate agency, ha\e beers 
suggested Employment Boards have been established in the United 
and the Punjab, for bringing togethei employers and the 
unemployed (see §18 b(^ow) These would undoubtedly serve a 
useful puipose, if efficiently man«ged, so as to sccuie public confid- 
ence We must, howevex, remember that they can at the most bung 
about a better adjustment between supplj and demand, especially 
m the case of private business films where people employed aie not 
usually of sufficient qualifications They cannot piovide any coi- 
rective to flse gi owing excess of supply of men m relation to the 
demand 'for them 

MigHtion 01 emigration has alst? been piojaosed as an antidote 
to unemployment, but since middle-class unemployment isi an all- 
India problem, migration withm the country can haidly be legaid- 
ed^_a soluuon It can only equah7e the intensity of the problem 
in all parts of the country As regaids emigration, we have already 
ugued elsevyheie that, in the existing circumstances, not much relief 
can be expected fiom iti „ 

§16 Statistical sumy of unemiployment.-The Goveinmcnt of 
India, m a circular issued to the Provincial Govemments in Way iptjy, 
urged the collection of compiehensive statistical matcii.il as the hist 
step towards the adoption of remedial measures dealing with middle- 
class unemployment 'fhe most hopeful line, it was pointed out, 
was to collect statistics of employment tathei than unemployment',, 
and m ordei to secure reliable statistics the Goveinmcnt of India 
consider that legislation is necessary Such legislation should be 
central in order to ensure uniformity, and the Government of India 
are prepared to promote it, provided the several Provincial Govern- 
ments are read> to support, the proposal In, the^ first instance it 

^ * See. sol I, ch m, §§31 and 38 
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\^ouicI piobabiy be desirable to restrict the inquiiy to an organized 
industi}, that is icgulated factories, mines, and lailways In- 
vestigations may theieaftcr be extended to vaiious commercial occu- 
pations and possibly less oiganizcd loims of employment Such a 
smvey would furnish a basis foi estimating the needs of the vaiious 
iiidustiies and commeicial concerns for qualified men with different 
t\pc:> ol technical qualifications with a yiew to better correlation 
oi supply and demand Such statistics would also make it possible 
to foim a geneiai estimate of the potentialities of the absorption 
^^9- d^Sl^tstry and commei ce fox ^educated young men„ whether ^ 
then qualifications are technical oi geneial, and thus to reach a 
^\heie the probable "effects of diffeient possible policies on 
unemplovment can be gauged Lastly, the statistics would help 
lo meet the public need and demand foi statistical matcxia! 

enable the subject to be viewed in the light of facts 
lather than conjcctuies We stiongly suppoit this well-ieasoned ^ 
pka jEoi an all-India suivey of employment in India ^ 

$17 Other remedies. — As stated abo\e, unemployment of all grades 
and shades is m the final analysis the i^flex action of economic 
backwaidncss, an d e\ciy thing that leads to the economic betterment 
of the counuy will obviously be a lemedy foi unemployment 
Mateiial advance will not only create fiesh avenues of employ^ 
raent for the middle class, but, by laising the geneial level of pios- 
peiity attained by the community, will increase the demand foi 
the services of iawyeis, doctois, teacheis, etc Fuithei,*^with the in- 
crease in geneial piosperity coupled with the piogicssive Indian iya- 
tmn^of the supcimi civil and defence services, the scope foi em- 
ployment in the admmisti ative sei vices will expand, and, lastly, 
we may add ihat any compiehensive progiamme launched by the 
Government foi bunging about the regeneiation of the countiy will 
Itself absoib immediately a certain numbei of the educated unem- 
ployed ^ 

The Madias Committee declaie that 'the pimcipal lemedy (at 
any rate so fai as Madias is concerned) foi the piesent unemploy- 
ment should be the diveision of the educated middle class, especially 
those who own oi occupy land, to agriculture b and to facilitate 
tins diversion, the Committee desire that J somehow oi other the 
idea that the agriculturist is socially infenoi to th^ clerk or lawyer, 
or the teacher, must be uprooted *2 xhe Bihar Unemployment 

^ In this connexion attention may be invited to the Household Schedule 
issued with the recent {1041) census The schedule provides foi certain returns 
regarding employment, means of emplojmeni, unemplo>ment, partial or total, 
and seasonal \\hen these retuins are compiled m due course, valuable data 
should be available legarding the ^inemploym^t situation m the country 

» Madras ReporCp 25 The Bengal Committee also make a similar suggestion 
and recommend the amendment of the Agricultural koans and Land Improvement 
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Enquiry Committee m their Report (November 1937) expiess a 
similar view and hold that the question o£ diverting some educated 
young men to agiicultuie 01, at least, preventing their migration to 
towns IS very important for an essentially agricultural province like 
Bihar ^ We have ah eady had occasion to comment on the tendency 
towards absentee landloidism and the diift of the educated classes 
from the villages to the towns These evils must be chccivcd and 
the middle classes induced to apply then brains to agiicultuie and 
help themselves and the country Theie are already signs that the 
prejudice against agiicultuie and other manual occupations is clis 
appearing under the sheer weight of economic necessity 

The proposal of the Madras Committee to establish ' fa^m 
colonies* is of consideiable inteiest, but has its practical limitations 
In the fiist place, barting provinces like the Punjab and Assam, there 
IS not much good cultivable land avaihble'^o grant to the educated 
unemployed, even if the superioi claims of the village community 
and*.the depressed classes were to be ignored Secondly, as the Madias 
Committee themselves admit, the temptation for middle-class parents 
to send then chiidien to •schools and colleges with a view to Govern 
ment service would inciease if it became generally known that the 
Government would find land for the unemployed educated young 
men 

The majority of the Punjab Unemployment Committee suggest 
that one^v^ay of lelieving unemployment is to provide facilities for 
h^er ^ucation only for the markedly able, who if poor, jhould be 
subsi^dized by the State^or for those who can pay its full cost (par 19) 
We do not think that anything should be done deliberately to increase 
the cost of education or to limit the scope for higher education in 
the country, though we admit the necessity of somehow making 
parents realize that the present supply of men far exceeds the demand 
m Government servige and the legal profession, and that it is neces 
sary for them to think of other careers for their children The Sapiii 
Committee are also against artificially restiicting admission of students 
tq^ the univeisities There is more point in the suggestion of the 
Travancore Committee that the question of lecruitment to all giades 
of Government service by means of competitive examinations should 
be seriously considered^ Definite competitive tests and a stiffening 
of standards will weed out" a" large numbei of candidates and pret^ent 
the useless * dissipation of energy invoHed m running about to secure 
lecommendations 01 to cultivate patronage * Those who fail in the 
competition will know that Government service is out of the 
question for them and this will impel them to do something else 
instead of hanging about indefinitely on the mere off-chance of 

• • • ^ 

^ct so as to assist the hhadralog class in Bengal See Report of the Bengal 
Unemployment Commttfeey f>ar 47 
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obtaining an appointment some time This will also raise educational ^ 
standards and enable the sei vices to get better recruits We have 
already suggested that even if we admit the principle of communal 
representation in the services, it should be tempered by competitive 
recruitment The subject of the leform of the educational system 
Itself has already been discussed 1 

Lastly, It must be noted that side by side with the improvement 
of the educational system^ there must also be a radical change m 
the social system and m the general outlook of the people All obsolete 
ideas and practices which hamper economic (and political) progress 
must be fearlessly denounced, and sustained and strenuous efforts 
must be made to destroy them For, as the Sadlei Commission re- 
mark ‘ The education of a people is not given by schools and colleges 
alone Othei influences blend with theiis, the spirit and temper of 
the community which they serve, the powei exerted over its thoughts 
and character by prevalent aspirations and beliefs, the tone of its 
family life, the rules and restraints imposed by its social organization, 
the conditions undei which its daily work for livelihood is done * 

^18 The Sapru (Unemiployment) Committee.— ,Ve may here refer 
to some of the more important recommendations of the Sapru Com- 
mittee on unemployment in the United Provinces as they have an 
obvious bearing on the unemployment situation m other provinces, 
and classify them as follows (1) those which aim at increasing the I 
demand for educated men, (11) those which aim at avoiding excess I 
of supply, and (111) those* which aim at a pioper adjustinent of supply! 
to demand (actual or potential) ^ 

(1) Municipalities and District Boards should be compelled to 
employ qualified engineers and supervisors for the purpose of main- 
taining roads and buildings in an efficient condition 

The Government might with benefit piovide more employment 
for qualified medical men by extending the scope of public medical ' 
lelief, by attaching more private practitioners to public hospitals, 

^ See vol I, ch vui, § 2 , and vol 11, ch 1, §§S-ii See also Report on 
} ocattonal Education in India, by A Abbott and S H Wood (1937) 

“ The Government of Bengal have sanctioned a scheme which is calculated 
to provide vocational training in a number of small industries (such as manu- 
facture of umbrellas, brass and bell metal articles, cutlery goods, glazed pottery, 
washing soap, jute and woollen articles of common* use) to the youths belonging 
to the hhadralog (middle) class Proceedings of the Fifth htdusiftes Conference 
'(^933)» PP 123 4 See also the Bombay Government’s scheme of Trade 
Apprenticeship for youths who have received education up to the pre-matri' 
culation class (1937) The Government of Bombay have recently (1941) decided in 
fuvour of conversion of some of their high schools into agricultural, technical or 
commercial high schools with a view to providing alternative vocational education 
for boys who have no aptitude for higher literary studies and are not able to 
proceed to the umver«!»ty after ^lassmg th% matriculation examination It s 
expected that it will be easier for pupils with technical education to obtain 
employment in industrial cities like Bombay * 
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by starting investigations conducted through qualified medical men 
into the efficacy of indigenous drugs, etc 

Municipalities and Distiict Local Boards should be compelled to 
employ properly qualified medical officeis foi carrying out thcir duties 
in. connexion with public health and sanitation 

The overciowdmg of the legal profession may be remedied tcs 
some extent by the intioduction of gieatei specialization of functions,, 
eg some should specialize in diafting documents, others in arguing 
cases, etc 

The Government should consider the question of lestoring, as 
finances permit, useful posts which have leccntly been retrenched on 
giounds of economy 

* The rules legaiding retuement of public seivants at the age of 
55 should be stiictly eiifoiccd so as to give a chance of employment 
to new young lecruits 

Large-scale and small scale mdustiies should be stimulated so' 
that^they might absoib an iiici easing numbei of our young men 
Vigoious steps should be taken to intioduce compulsory primary 
education, without which ^lo substantial economic progress is possible 
' This would also mean an inaeated demand foi teachers, and wmild 
; so far remedy the existing unemployment 

(ii) TlielHigh School examination should have two kinds of 
one ceitifymg completion of the couise of secondaiy 
education and qualifying for the suboidmate blanches of Govern- 
ment seivic{f and also foi admission to industrial, commercial and' 
agricultural schools, and the othei qualifying foi admission to Arts 
and Science colleges In this manner many students who are leallv 
unfit for a university career in Arts and Science will be diverted at 
the close of then secondary education, and this will i educe tlie number 
of unemployable graduates 

(ill) The facilities foi piactical naming in the vanous technical 
educationaLmstitutions should be extf^nded, and education m geneial 
should receive a more pionouncedly practical and, m the case of 
primary schools, a definitely iiiral, bias 

Medical practitioneis should be encoiuagcd, if necessary with 
)the help of geneious subsidies, to settle down in rural aieas instead 
o£ congregating in the few big towns 

Steps should Jbe taken to develop new piofessions like pharmaev,. 
dentistry, accountancy, architectme, librarianship, insurance work, 
and journalism, and suitable training should be provided for qualify- 
ing for these careers 

An attempt should be made to induce agricultural graduates and 
diploma holders to make scientific farming a means of livelihood 
The development of dairy farming v ould afford '-another possible 
avenue of employment for them 



Steps should be taken to bring qualified educated men into touch 
"With commercial houses foi employment Regional vocational guid- 
ance authorities should be cieated for this puipose 

The Government should bioadcast infoimation legaiding possible 
caieers and bung into existence suitable machmeiy foi giving sound 
advice to parents legaidmg the aptitudes of their boys and the choice 
of a suitable caieer loi them 

Secondary schools should piovide much moie diveisified courses 
of study than at piesent, and in the univeisities greatei stress should 
be laid on scientific and vocational education 

An Appointments Boaid, more oi less modelled on the Appoint- 
ments Boaid at Cambiidge, should be cieated for university giaduates 
It should consist of the Vice Chancellors of the universities, certain 
heads of departments (eg Education, Industiics and Agricultuie) 
and some public men and European and Indian business me^j 
Siinilaily a Boaid should be cieated to deal with the pioducts of the 
secondary schools, medical and agiicuitural schools, and industiial 
schools These Boards should be lequned to collect statistics of 
employment among giaduates of univeisities and products of the 
secondaiyr schools and iiitei mediate colleges 

The Go\crnment of the United Pio\inces in 1936 announced 
measures to implement the Sapiu Com2nittee's lecommendations 
These include (i) provision for piactical uainmg in industry and 
agiiculture undei almost commercial conditions, (11) state aid m the 
establishment and mniimg oi an industrial cicdit company and a 
company for mai keting and small scale finance , (111) subsidies to 
imal medical practitioners, (iv) establishment of centie^ of agricul- 
tm al improvement, and (v) a Pio\incial Employment Bgard com- 
posed of representatives of vaiious mteiests Additional taxation of 
Rs 4 lakhs annually was voted by the U P Legislative Council foi 
expenditure on these measuies of unemployment relief 



CHAPTER XIII 


INDO-BRITISH AND OTHER TRADE AGREEMENTS 

§1 Impei’lal preference. — Before embarking on a discussion of the 
Indo-British and othei trade agieements it is pioposed to give here 
a brief account of the genesis, nature, objects and limitations of 
imperial preference with special reference to conditions in India ^ 
There was a time when an mfluentml section of public opinion 
in England regarded the overseas possess ons as an e\ti avagance for 
the mother country and injurious to the colonies themselves The 
day of the ‘Little Englandeis ' is, howevei, long past, and England 
nbw desires to draw the bonds of imperial connexion closer together 
The Colonies on their part have been showing in an increasing 
measure their appreciation of the material, moral and political bene- 
fits of inclusion within the Empire and may be said to have taken the 
in tiative in granting certain concessions to British goods, placing 
them in a favourable position relatively to the goods of other countiies 
Advocates of imperial preference believe that it will not only 
lead to a large intertwining of economic interests among the Empire 
countries, but also teach the Empire to take effective concerted action 
in dealing with the outside world 

It IS well to recognize clearly certain important provisos to which 
all proposals in favour of imperial preference are generally taken to 
be subject '‘'(i) The adoption of imperial preference should not in- 
volve any*" relaxation or modification of the policy of protectmn which 
any of the States may have introduced to foster its industries India 
having gained the right of protecting herself even against the United 
Kingdom, imperial preference would mean m practice higher duties 
on imports fiom foreign countr es than on those from the Empire 
countiies 2 (u) The concessions granted to the Erapiie countiies are 
to be purely voluntary'" on the part of the country granting them and 
not dictated either by the mother countiy or by binding resolutions 
passed at periodical Imperial Conferences (iii) Lastly, the view 
IS strongly held, especially in India, that no scheme of imperial 
preference should be such as to provoke international ill-will or to 
exclude the possibility of a closei economic unity and of friendly 
understandings with forefgn countries 


^ For a detailed treatment of the subject see Ftscal Commtssion Report ^ 

Cll XI u 

® Before the war of 1914-18, imperial preference was favoured by some 
as the next best alternative to pure piotection, which then seemed im? ttainable 
See Sir Roger Lethbridge, The Indian Offer of Imperial Preference^ p 8 



History of the moYenieiit. — The movement towards Empire 
trade consolidation may be said to have made a start in 1897, when 
Canada loweied her duties by one-eighth in favour of British goods In 
1898, the preference, fixed at one-fourth of the duty, was given to 
the United Kingdom unconditionally, but so far as the other Colonies 
weie concerned, it was made conditional on favourable treatment 
gi anted by them to Canada The Colonial Conference which met 
in i90i> adumbrated the policy of impel lal preference as one of 
general application to all parts of the Empire, which were mvited 
to fall into line with Canada Accordingly, pieferential duties m 
favour of Great Britain were introduced by New Zealand and South 
Africa (1903) and later by Australia (1907), and the United Kingdom 
was expected to reciprocate and grant preferences m return England, 
howevei, was not then prepare^d to depait Iiom her fiee trade policy 
She mostly impoited law mateiials and food-s tuffs, and her attitude, 
was that hei interests as a great exporter of manufactured articles 
demanded that she should obtain the food stuffs and raw materials 111 
the cheapest market Especially m the matter of food stuffs she was 
not prepared * to put all her eggs into one Imperial basket ’ In the 
circumstances, the United Kingdom was unable to take any part m 
the general movement for imperial preference The self-governing 
Colonies, however, continued the policy they had begun, hoping that 
the mother country would find ways of joining m at some future 
date Since 1920 the Bomin'ons and Colonies have given extensive 
preferences to the United Kingdom, and by 1922, pieferential tariffs 
were in operation in twenty six British Colonies Then tariffs thus 
came to consist of (1) revenue duties, (11) protective ^duties and 
(ill) certain remissions of duly in respect of (1) and (u) ir\ favour 
of the United Kingdom, and in some cases also in favoui of India 
and othei Empire countries Theie was also a limited fiee list of 
commodities taxed only when they came from outside the Empire 
As a geneial lule pieferences granted by the Dominions have pri- 
marily sought to benefit the United Kingdom, and they have been 
left to be extended to other parts of the Empir€ by special negotia- 
tions in each case The approaches which England had h:\ade since 
1915 towaids protection enabled her to giant prefeiential 1 eduction 
of duties on a limited number of articles of Empne origin Great 
Biitain’s foimai renunc alien of a free trade m favour of a pro- 
tectionist regime with the enactment of the Import Duties Act m 
Maich 1932 IS an event of first-rate importance fiom the point of 
view of impel lal preference 

§3 Preference and protection compared— In essence preference is 
a form of protection granted to the favoured country The only 
important difference is that, under protectmn, the consumer's 
interests are sacrificed for the duect benefit of some industry in his 



own counuy, wiieieas unaei pieteience uie ucuctn ot tne hactiiice 
goes to the piodiicers m the country fa\oiued 

Like piotection, prefeience, besides imposing a burden on the 
consumer, may also involve a saciifice of Go\einment levenue e\en 
when It takes the form of laising existing duties against loieign 
goods while continuing to apply the old late to the goods of the 
prefeiied countiy, foi if puces aie icgulated by the highei latc, 
the diffeience between the higher and lowex late goes into the 
pockets of the fa\oiued pioduceis The whole amount of the duty paid 
by the consumer does not find its way into the Government treasui\ 
Apart from its uses as an aid to the full development of Empire 
lesources, imperial prefeience is also ad\ocated as tending to make 
the Empire selhsufficient, just as national self sufficiency is put foi 
ward as one of the aims of piotection r As a closed economic system, 
however, the Empire would be a highly aitificial oigani/ation and 
would impose unduly heavy saciifices on some of its constituent 
membeis like India Consideiing hei economic position, India 
stands to gain by the fieest possible development of her economic 
relations with a numbei of count! ics which happen to be outside 
the •Empire Imperial self sufficiency again will not be of any 
appreciable benefit fiom the point of view of mihtaiy safety, noi 
would It 1 educe the cos't of defence England gloiies m her fai- 
flung Empire, but its far flung character makes the maintenance of 
one of the biggest navies in the world a matter of vital importance 
whethei for waiding olE an attack on hei possessions or tianspoiting 
essential goods fiom one pan ot the Empire to another 
§4 Indian attitude towards imiperial preference —As a membei of 
the British Commonwealth, it might be uiged, India ought to be 
Intel ested in imperial preference in so fai as its object is to inciease 
the stiength and solidaiity of the Empne She is, how"e\ci, less 
foitimately situated in this lespcct than the self governing Dominions 
The Dominions having lecened the gift of self-goveinment fioin the 
mothei countiy aie bound to hci by ties of giatitude As between 
themsehes also then iielations aic coidial and not maned by any sense 
of giievance or injustice between '"Dominion and Dominion It 
must be frankly admitted that India's position is diffeient She 
feels that m her attempt to icali/e hei political and cconoimc 
aspnations, she has often been tluvaited and dcpicssed by England, 
and the anti-Indian legislation enfoiced by the Colonics against hci has 
naturally embittered hdx feelings against them \nd human natuie 
being what it is," her will to piomote the cause of imperial piefeience 
IS found to he laigely paialyzed so long as she lemams politically 
discontented, while to induce the Colonics to withdraw oi sub- 
stantially mitigate their anti-Asiatic legislation is patently a task 
of the greatest difficulty 



§5 Economics of imperial preference m relation to India.— The fol- 
lowing mam facts must be borne m mind as being relevant to the 
question how far it will be within India's power to help England 
and othei members ot the Empiie by preferences and what 
direct economic benefits are likely to accrue to herself by prefei- 
cnces granted to her i 

(i) India's imports consist largely of manufactuied articles and 
her expoits of law materials and food-stuffs (n) In the period 
before the war of 1914-18 about two-thirds of her total impoits came 
horn the British Empire, the United Kingdom contributing by fai 
>the largest shaie to the impoits horn the Biitisli Empiie (111) 
Before the wax of 1914-18 Indian exports went pieponderantly to 
foreign countries, only about forty pei cent of the total expoits being 
absorbed by the Biitish Empne The expoits to the United 
Kingdom amounted to about one fourth of the total exports (iv) 
During the post-war peiiod, theie has been a tendency towards a 
gradual relative decline of the importance of the United Kingdom 
and the British Empne in the tiade of India both as regards exports 
and imports, but specially as legaids impoits Between 1932-3 and 
1933-4 there was an improvement in the position of Gieat Britain, 
her share in imports having iisen to 41 7 per cent fiom 35 5 per cent 
in 1931-2 This recovery has been iaigely attributed to Great Britain's 
favourable position in the Indian market under the Ottawa Piefei 
ences In recent yeais, however, the peicentage shaie of the United 
Kingdom has been on the deUme, being 38 4 in 1936 7 and 30 5 m 
1938-9 The marked decline, as already explained, was dug largely to 
the pie-occupation of Gieat Britain m the war which was’de<^aied m 
September 1939 tier shaie m the export trade has, howevei, con 
biderably improved in lecent years (being foi example, 214 pei cent 
in 1928 9, 32 2 per cent in 1936-7 34 3 pei cent m 1938 9 and 35 1 
per cent in 1939-40, the first year of the war), with the result that 
the usual excess of meichandise impoits ovei exports 111 the case of 
oui trade with the United Kingdom was transformed m the yeai 
1936-7 into a favourable balance* of Rs 13 crores 

With regard to the artificial stimulation of impoits fiom the 
United Kingdom and other Empne countries, we must not forget that 
India IS a pooi country, and the protectionist policy on which she has 
embarked will require on the pait of her population various kinds 
of sacrifice The capacity of the countiy to bsear further burdens on 
the scoie of imperial preference is strictly limited, ^nd the actual 
concessions she may be in a position to giant aie likely to appear 
Insignificant 

In 1903 the Government of India expressed the view that ‘ horn 
an economic standpoint India has something, but not perhaps ^ery 
much, to oiler to the Empire, that she has very little to gam m 



leturn, and that she has a great deal to lose oi to iisk ’ ^ They feared 
that pieference shown by India to Empire countiies would be met 
by retaliatory measmes against her on the pait of foieign countries 
No doubt the tendency at the present time is to regard intei-Impeiial 
trade airangements as strictly matteis of domestic concern, and not 
as hostile acts aimed at foreign countries Howevei, whether we can 
safely regaid the dangei of retaliation as negligible will depend upon 
the spirit inspiiing any particular action taken m furtheiance of the 
policy of imperial prefeience, and the extent to which foieign nations 
aie adversely affected by it Hei foieign maikets aie much too im- 
portant for India to be lost or endangered thiough any ill-]udged 
policy of imperial pieference 

As imperial prefeience implies co opeiation of fiee peoples and 
not dictation by any outside authority, it follows that all proposals 
towards imperial pieference must receive the sanction of the Indian 
Legislature before being put into force How far the Legislature 
will be allowed to exercise a decisive influence in shaping the tariff 
policy of the country under the new constitution depends on the 
manner in which the safeguards and the piovisions in lespect of 
discrimination^ aie interpreted 

§6 The Ottawa Agreement — At the Imperial Economic Conference 
held at Ottawa during July-Ai%ust, 1932, a series of Trade Agree- 
ments weie concluded among the countries of the Empire on the 
basis of reciprocal exchange of preferences, and India found herself 
participating m just such a scheme of extensive impeiial preferences 
to which she had all along shown a strong antipathy We have 
already^ reViewed the Indian Tariff (Ottawa Trade Agreement) 
Amjendment Act of 1932 (December) which gave effect to the tariff 
changes necessitated by the general trade agreement made 
between the Government of India and His Majesty's Government m 
the United Kingdom on 20 August 1932 The tariff changes so 

^ This view was repeated by India’s lepiesentatives at the Impel lal Economic 
Conference ot 1923 • 

^ See vol* I, ch xiii, §27 -- 

® See Press Notes issued by the Diiectoi of Public Infoimation, India 
and Ottawa and Indians Foieign Trade Policy (1936) The best statement of the 
case against Ottawa is to be found in D R GadgiPs Imperial Prefeience for 
India (Gokhale Institute of Politics and Economics, Publication No 2), and the 
senes of ai tides contributed by the same author to the Servant of India between 
16 January 1936 and 12 Maich 1936 The leadet is also referred to D Ghosh, 
Revision of Ottawa (1936), and N R Saikar, Indo-Bntish Trade Relation, 
Ottawa and After (1937) A more recent {1939) work attempting a critical 
and e^ihaustue review of the Ottawa Trade Agieement is India and Imperial 
Preference, by B K Madan 

^ See ch xi, §4 We have also shown how what were virtually pieferential 
duties m favoui of the United Kingdom were incorporated in the scheme of 
protection granted to the Indian steel and iron and textile industries See ch 11, 
^§10 and 25 



effected cEnie into force from i Ja.iiu.ary 1933 supplementary 
agreement regarding iron and steel was signed on 22 September 
Both the agreements were ratified by the Indian Legislative Assembly 
The Indo British Agreement which was signed on 9 January 1935 
was supplementary to the Ottawa Trade Agreement (1932) and was 
to be m force during the currency of the latter Agreement This Agree- 
ment was, however, negatived by the Assembly (see §11 below) 
The Ottawa Tiade Agreement could be terminated at any time 
after six months’ notice of denunciation by either party We propose 
here to state briefly the case for and against Ottawa, as tins will 
give us an idea of the arguments and the passions behind the 
question of imperial preference as affecting India 
S 7 The case for Ottawa — The first phase of the economic crisis 
which started m 1929 was characterized by a great decline in all 
prices, but a relatively heavier decline in the prices of raw materials* 
In consequence of this, India, along with other suppliers of raw 
materials, was particularly badly hit In addition to this, her export 
trade was being subjected to growing competition m Western markets 
Virgin lands m many parts of the world— in Africa, South America, 
the Asiatic Archipelago, etc— were being brought under cultivation, 
and their products began to be introduced |o the world markets all 
the more easily because of the ifnproved transport facilities 

In other countries also production was expanding, and foreign 
exporters who before the war of 1914-18 were comparatively insigm- 
ficant were now proving serious competitors the force of the in- 
creased competition was keenly felt by some of our main exports like 
oil-seeds, textile fibres, food-grains, timber, etc The position was 
further made difficult by the policy adopted by many of the European 
countries and the United States of America of stimulating the demand 
for the products of their own colonies in the tropical and sub-tropical 
legions Another factor was the rapid development of synthetic sub- 
stitutes, which tended to reduce the demand for some of India’s staples 
of export Many countries, again, had embarked on a policy of 
economic isolationism which led Jo the election of higher t,ariff walls, 
the imposition of ‘contingents’ and quotas, the institution of 
stringent foreign exchange controls and other restrictions on the free 
flow of international trade 

In the meanwhile (September 1931) Gieat Britain had abandoned 
the gold standard, and the currencies of India and of most of the 
other Empire countries were linked to sterling By th^ Import Duties 
Act of 1932, referred to above, duties had been imposed in Great 
Britain on a wide range of articles covering nearly two-thirds of the 
total imports Provision was, however, made for the exemption of 
Empire products from these duties, pending negotiations with the 
Dominions and India for the conclusion of reciprocal tariff arrange- 



ments—negotiations which eventually issued in the Ottawa Agreement 
In the opinion of its advocates^ it was a wise step on the pait o£ 
India to have entered into the Agteement, foi failuie to do so would 
have meant foifeiture of hei access to the woild’s most stable and 
largest open market, namely the United Kingdom As explained 
above, the noimal outlets for India’s exports weie shrinking fast 
Other countries like Fiance and Germany were still struggling with 
cuiTency difficulties The count! les belonging to the sterling group 
were on the othei hand comparatively fiee fiom these difficulties, 
and tiade with them was for that reason likely to be smooth and 
unhampered by exchange embarrassments For all these reasons it 
was argued that India had acted in her best inter eslsi by deciding to 
participate in the Ottawa arrangements 

Reviewing the mam features of India’s export tiade three yeais 
later (in 1936), the friends of the Ottawa Agieement were able to 
prove, to their own satisfaction, that India had reaped substantial 
benefits fiom the Agieement and urged its continuance for a further 
period 

It w^s pointed out that beiweeu i932’3 and 1933 4 India’s expoit 
tiade to the United Kingdom increased by 28 2 pei cent, while her 
tiade with other countries advanced by only 4 pei cent The in- 
creased demand foi raw mater^^ls was no doubt partly responsible 
for this improvement Further, the import trade figures of the 
United Kingdom for 1932 and 1933 showed an inciease m imports 
from India more than proportionate to the increase in the total 
imports of raw materials, pointing to the conclusion that the prefer- 
ences mus% have contributed largely to the expansion m India’s 
exports •in 1933-4 

The figures for 1934-5 levealed a certain slowing down in the late 
of improvement But this was only to be expected as the stimulus 
of a preferential dirty would normally be felt most markedlv m the 
first year and the rate of development would show a piogiessive 
decline until the limit of expansion was reached VIoreo\er, m the 
later yeais certain special factors supervened causing a definite check 
in the trade with the United Kingdom in oeitain commodities hke 
tea (of which the exports were restricted in accordance with an intei- 
national agreement), while othei special factois at the same time 
operated to expand India’s trade with other countries For example, 
there were abnormal purchases of Indian cotton by japan to make 
up for the short purchases during the 1933 boycott of Indian cotton 
in that country 1 

It was argued that while the export of articles m the prefer led 
group rose by about 10 per cent, the export of the non-preferred 
articles rose even higliei, namely, by more than 18 pei cent This 
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%vas interpreted by hostile critics as justifying the conclusion that 
the e’s:tension in the trade in the preferential items was due, not so 
much to the Agreement, as to the general increase m the demand 
for Indian goods m the United Kingdom caused by the revival of 
industrial activity, and further that m regard to the preferential 
Items, the preferences granted by the United Kingdom were of little 
benefit to India 

This view, howevei, ignored several material facts The total 
iniports coming from all sources of the articles on the pieferential 
list into the United Kingdom fell by about 22 per cent between 
1931 and 1934 The imports from India thus increased in a market 
which was on the whole contracting, and therefore it was legitimate 
to infer that the special factor of imperial prefeienoe must hav5 
helped The expansion m the non-pieferential group was not 
surprising because this group compiised articles which had not to 
face any serious competition abroad and weie for that reason not 
included in the preferential list Again, in the case of some of the 
important items m the non-preferential group, there were certain 
quite specially favourable influences (apari; from industrial revival) 
accounting for the increase m thei^ off-take Thus the increase m 
the demand foi cotton was largely due to the propaganda of the 
Lancashire Indian Cotton Committee The inaease in rubber was 
due to the restriction scheme , that m metals and ores to the renew- 
ed activity in the heavy mdustiies (as distinguished from general 
industrial revival), that in lac, to speculative purchases by’ the London 
‘ling' which tried to operate a corner m shellac and pef^per, and 
so on 

TJbe contention of the critics of the Agreement that the maeased 
exports to the United Kingdom represented meiely a diversion of 
trade was met by pointing out that while the inciease of exports to 
the United Kingdom could fairly be attributed to the Ottawa pre- 
feiences, the decline in the expoits to foreign countries , was due to 
the policy of self-sufficiency followed by these countries foi reasons 
entnely unconnected with Ottawa In fact, it was piecisely this 
policy of restriction and the consequent loss of trade from which 
both India and England suffered, which formed the pimcipal justi- 
fication for Ottawa It was no doubt true that India had hitherto 
been able to sell about two thirds of hei exports to countries outside 
the British Empiie But that she was finding it more and more 
difficult to retain her hold on these foreign markets was not hei 
fault The system of preferences was a measure of self-defence 
adopted by India Some of its consequences, eg a decline m 
India's import trade with foreign countries followed by a correspond- 
ing diminution of h«r exports to them^ were no doubt deplorable 
But they were not of India's seeking and were in the circumstances 
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inevitable One o£ the arguments against the Ottawa Pact was 
that It would lead to retaliation against India by her foreign 
customers But the various restrictions on impoit trade imposed by 
foreign countries were universal in charactei and not specially dis 
criminatory against India They were inspired by certain new ideals 
of trade policy, and there is no evidence to show that they wer^ 
the result of irritation due to the Ottawa Agreement 
§8 The case against Ottawa,— Those who opposed the Ottawa Pact 
did so mainly on the ground that it tended to deflect India’s trade 
from Its natural channels and to give it a deliberate twist so as to 
inflict serious damage on it If the pieferences dea eased competition 
in the United Kingdom, they made it more severe m the other fai 
inore important foreign markets An examination of the principal 
items of preference seemed to prove that only a few articles such as 
linseed, carpets, rugs and rice had derived any positive benefit from 
the preference Since the separation of Burma from India from 
1 April 1937, some of the important commodities which enjoyed pie- 
ference under the Ottawa Agreement (viz nee, teakwood, pig-lead, 
and paraffin wax), either, dropped out 01 were consideiably reduced 
in importance in the possible scope of any fresh agreement with the 
United Kingdom^ In most other cases the vindication of the 
Ottawa arrangements was found to be either insufficient or wholly 
wanting For some articles the preference granted was really not need- 
ed For example, the tea trade was taking good care of itself, through 
the Tea Restriction Scheme by which the mam producers of tea, 
namely India, Oeylon and Java, had already come to an agreement 
amongst themselves Even if India should lose some ground to 
Ceylon m the United Kingdom market, she might make that up by 
a corresponding gain in other markets under the scheme of fixation 
of total export quotas with reference to estimates of total world 
consumption Prefe|ence, again, was unnecessaiy where the com- 
modity m , question aheady dommarted the market m the United 
Kingdom, as in the case of jute manufactures, goat-skins, castQi 
seeds, lac, myrobalans and mica In other cases the possibility of 
further expansion was slight for a variety of other reasons such as 
(1) the presence of other Empire competitors, eg Austialia in tanned 
sheep-skms , British I^est Africa in groundnuts , Australia ahd 
Canada m pig-lead , Ceylon in coir mats and spices , British East 
Africa m coflee In some cases, the United Kingdom market was 
very small as compared to foreign markets, e g m groundnuts Again, 
as regards certain articles, the total exports from India were too 
insignificant to make it worthwhile encouraging trade in them eithei 

Article B K Madan, ‘]®llaterahsm Indiaii Indian Journal 

of Economics, July 1938 See also §13 below 
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by prefeience or otherwise, eg in rice, barley and tobacco^ Some- 
times, the Indian commodity was not o£ the type wanted in the United 
Kingdom and hence could not benefit from the preference, e g Indian 
tobacco Lastly, the effects of the preference might be laigely can- 
celled by the competition of substitutes, as in the case of oil-seeds 

Another objection was that the preferences eithei caused a loss 
of revenue to the Government (1 e in so far as trade was diverted 
fiom the highei to the lower duty) 01 to the consumer (le m so 
far as the consumer was compelled to buy comparatively expensive 
goods instead of cheaper non-British goods) Neithei thTe Government 
noi the consumer in India was m a position to afford this sacrifice 

Imperial piefeience may suit the Colonies and Dominions whose 
trade with the United Kingdom is of a complementaiy charactei 
England desires the primary pioducts which the Dominions, especially 
Australia and Canada, have to offer, and, as it happens, they are 
able and willing to absorb a great many British manufactures In 
both respects India's position is different It is more advantageous 
and more feasible for her to find markets for her products elsewhere 
than m the United Kingdom, and her varied natural resomces make 
It possible for her to think of self sufficiency as a goal of her ambition, 
in fulfilment of which she desires pfotection against the competition 
of a number of British manufactured goods at present imported into 
India 

The post-wai trend of India's foieign tiade has been away from 
the Empire^ and it is most important that she should make a 
systematic and determined endeavour to retain the forSgn markets 
which absorb the greater part of her exports The only practical 
method of achieving this is by entering into a series of bilateial agree- 
ment with foreign countries ^ Ottawa (replaced by the new Indo- 
British Trade Agieement in 1939), however, has sadly reduced India’s 
capacity for bargaining by tying her hand’s in lespect of far too 
large a number of commodities, so that she ^nds she has hardly 
anything to offer to foreign countries in return for any , concessions 
she may seek from them It is not likely that these bilateial agree- 
ments with other countries will seriously affect India’s expoits to the 
United Kingdom Most of our exports to the United Kingdom are 
law materials which British industry is interested m admitting free 
of duty Moreover, England is our mam ^creditor,^ and payment 
can only be effected through our surplus of expoijis over imports 
Until lecently this surplus arose in connexion with om tiade with 
foreign countries , and even today the bulk of it thus arises 

* Sir Bryce Burt, however, called the tobacco trade ‘the valuable »rade of 
^9,000,000’ in an assembly debate 

- See ch vi, §19 ® See §24 below 

* This IS no longer tiie case asjd the argi^ment stated above has ceased to 

be e\en nlausible * 
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England must either take the necessary measures to enable us to 
retain our foreign markets or open her own market to us to 
make up £01 whatever loss we may suffer by the shrinking of the 
foreign markets Otherwise it will be impossible for India to 
meet hei obligations m England The drift of the argument is 
that we need not tear retaliation on the part of the United King- 
dom even it we refuse to participate in inter -Imperial anangements 
on the Ottawa model Also retaliation on the part of England 
would endanger her own considerable exports to India-— worth more 
than Rs go crores pei year during the pie-war (1939) peiiod 

Much capital was made by the supporters of the Ottawa Agree- 
ment out of the reversal of the bailee of trade in lecent years 
between India and the United Kingdom Until 1935-6, India used 
to have a negative balance of tiade with the United Kingdom in 
spite of the fact that this country has had to make large payments 
to England on account of ' invisible ' impoits such as the Home 
Charges, shipping freights, piofits on foieign capital invested in 
India, etc Since 19367 theie has been a substantial export suiplus 
in Indians favoui It has therefore been suggested, that India should 
accord a generous treatment to the United Kingdom in any future 
trade arrangements We may, fiowevei, point out that so fai as it 
IS proper to consider the trade balance on the narrow basis of 
bilateralism, we must add to the imports of merchandise from the 
United Kingdom, our Tmisible * imports from that country This 
IS all the mpre necessary today since owing to the decline in triangular 
and muljtiangular tiade, especially with European countries, we must 
have a larger export balance in ineichandise with the United Kingdom 
To some extent the operation of the Ottawa Agieement itself may 
be held responsible for this lesult, which theiefoie does not cor. 
stitute a justification foi liberal concessions to the United Kingdom 
It has also been pointed out that a good poition of 0111 exports to 
the United Kingdoimis the product of Biitish capital and enteipris^^ 
m this country and the loss which might lesult from any restrictive 
action by the United Kingdom against India Will adveisely icact 
on Great Britain heiself ^ 

An important cause of dissatisfaction with Ottawa was the 
feeling that the Indian Delegation (which did not include any 
responsible repiesentatiyes of Indian commeicey mdusuy and agri- 
culture) failed -"to make full use of ' India’s bargaining stiength 
vis-^-vis Great Britain and gave away too much and leceived too 
little in return The agreement was tdo hastily devised and enforced 
and was not based on any thoiough inquiry by a competent body 
such as the Tariff Board, winch should have applied tests similar 

^ See artide by Dr V K R R'-q, lado British Trade Agieement’^ 

Indian Textile'^ Journal (April 1937) 
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to those implied in the policy of discriminate protection before 
recommending any Empiie industry for preferential treatment m 
India 

The controveisy with regard to the effects of tariff arrangements 
such as those embodied in the Ottawa Agreement is difficult to set 
out With precision 

Before turning to the adveise verdict of the Assembly on the 
Ottawa Agreement and its sequel, we shall pass under review the 
Bombay-Lancashire Textile Agi cement (1933) and the Supplemen- 
tal y Indo British Agieement (1935) 

§9 The Bombay-Lancashire Textile Agreement (Mody=Lees Fact) — 
At about the time (1933) the negotiations for the Indo-Japanese 
Trade Agi cement were in progress, following the conf€ren<?e 
between the representatives of the Indian and British cotton textile 
industries m Bombay in September 1933, an undei standing was 
leached to which the respective parties were the Millowners’ Associa- 
tion, Bombay, then piesided over by Mr (now Sn) H P Mody and 
the British 'Textile Mission to India led by Sir William Clare^Lees. 
This agi cement, which is popularly called the Mody-Lees Pact, was 
to lemam in force till 31 December 1935 There were sharp 
differences among the lepresentatives of the Indian textile industry^ 
and the attempt to secuie a common front failed It was, howeverj^ 
found! possible for Lancashire to conclude an agreement with th^ 
Millowners’ Association, Bombay ‘The Agi cement— a precuisoi of 
the general undei standing embodied m the supplemontary Indo- 
Biitish Agreement [see §10 belowj—reiterated the right ot India to 
piotect the Indian industry even against the United Kingdom 
lecognized that a highei level of protection was needed against othei" 
countries than the United Kingdom ’1 t 

It provided foi the stabilization of the position in regard to the 
tariff on imports of United Kingdom piece-goods into India when 
the revenue position of th^^ countiy made ii possible foi the Govern- 
ment of India to lemove the general siuchaige on all imports 
imposed in October 1931 A lowei scale of duties o n cotton 
and artjfficiaL^iIl^_piece^ods ampprjLeA^JB^ fijo^ 

iv^as agiee^to on the_Indian_side This was incoiporated in the 
Indian Tariff (Textile) Protection Act, 19^4^ In so far as the Empire 
and other oveiseas markets were concerned, it was agreed that any 
advantages which might be arranged for British ''goods should! be 
extended to Indian goods, and' that India should participate in. any 
quota which might be allocated to the United Kingdom m markets 
in which India had no independent quota In_^ardJ;a^raw^^ 

an uiidertaking^was«,givm.-4hat-theJBmti^^ 

# — ' 

* B K ^Macfeni Indta Imperi'^l Preference, p 162 

® See ch 11, §13 
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prepared to lecommend effective action being taken to popularize 
tHe use of the Indian raw material in the interests of the Indian 
cotton grower 

The Bombay-Lancashire Agreement was the first attempt to 
achieve by agieement the co-ordination of Indian and British 
interests, by what may be called imperial industrial co-operation 
In the judgement of some people, the Agreement had abundantly 
justified Itself It had brought about a veiy considerable mcrease 
in the off take .of Indian cotton by Lancashire (thanks to the efforts 
of the Lancashire Cotton Committee to bring about an increased use 
of Indian cotton in Lancashire mills), and thus conferied much 
benefit on the Indian agiicultunst Lancashire had also frankly re- 
cognized the need for adequate protection to the Indian textile 
industry as against itself, and offered its good offices to promote the 
interests of the Indian textile industry in overseas and colonial 
markets 

On the other hand, the ciitics of the Agieement argued that 
It had not the support of the whole Indian textile industry and that, 
while India had conferred substantial and definite benefits (i e 
reductions in duties on cotton ^nd artificial silk piece goods) on 
Lancashire, the latter merely made certain promises without any 
defimte commitments The Agreement had meant the withdrawal 
of much of the protection previously enjoyed by the Indian industry 
*As to overseas markets, since the Bombay mills were unable to stand 
unaided ev^n in the home market, they could hardly be expected 
to make much headway in the oveiseas markets even with the help 
and goodwill of Lancashire Lastly, asi regards the use of Indian 
cotton by Lancashire mills, the Agreement merely held out a vague 
promise and did not require Lancashire to buy a minimum quantity 
of Indian cotton as m the case of Japan 

UO The Supplementary Indo-British Trade Agreement (1935).— 
The Bombay-Lancashire Agreement ^1933) was followed up by the 
Indo-British Trade Agreement m 1934 (actually signed on 9 January 
^935) This Agreement, as already stated, was supplementary to the 
Ottawa Trade Agreement (1932) and was to be in force during the 
currency of the latter Agreement 

In this Agreement the Government of India gave formal expression 
to the general principles governing the treatment of United Kingdom 
goods competing with the products of a protected Indian industry ^ 
The following were the principal undertakings on the part of the 
signatories 

It was recognized that while protection to an Indian industry 
might be necessary m the interest of the economic well-being of# 

^ B N Ad^kar, The History of the Indian Tanffj^ ig2d p 
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India, the conditions might be such that an Indian industry required 
a higher level of protection against foreign goods than against imports 
of United Kingdom origin 

The Government of India undertook to afford protection only 
to such industries as after due inquiry by the Tariff Board had 
established claims thereto m accordance with the policy of discri- 
minate protection The measure of protection to be afforded was 
not to exceed what was necessary to equate puces of imported goods 
to fair selling prices for similar goods produced m India, and 
subject to this condition, lower rates of duty whenever possible 
were to be imposed on goods of United Kingdom origin The 
Government of India agreed to affoid full opportunity to any in- 
dustry concerned in the United Kingdom to state its case aiM 
answer cases presented by othei interested parties before the Indian 
Tariff Board when the question of grant of protection to an industry 
was referred to that body The Government of India further undei- 
took that in the event of any radical change m the conditions affecting 
protected industries during the currency of the period of protection, 
they would on the request of His Majesty's Government, or of their 
own motion, cause an inquiry to be made as to the appropriateness 
of existing duties, and that in the case of such an inquiry full 
consideration would be given to any representation put forward by 
any interested industry in the United Kingdom 

The United Kingdom Government on their side promised to 
consider the steps that might be taken to develop the'> import from 
India of raw or semi-manufactured materials used in the mtoufactuie 
of articles which are subject to differential import duties in India 
They also undertook to take further steps to stimulate the use ot 
Indian cotton (m pursuance of Article 8 of the Ottawa Agreement 
and the Mody-Lees Pact) in all possible ways, including research, 
commercial investigation, market liaison, and industrial propaganda 
They undertook to continue thg privilege of duty-fiee entry of Indian 
pig-iron into the United Kingdom so long as the duties on articles 
of iron and steel imported fiom the United Kingdom into India 
were not less favourable than those piovided foi in the Iron and 
Steel Protection Act, 1954 

The Supplementary Indo British Tiade Agreement had a hostile 
reception in the country The business community felt aggrieved 
that commercial opinion in India had not been consulted The 
Legislative Assembly, when called upon to take into consideration 
the new Agreement, passed a resolution for its termination (January 
1935) The official defence put forward by Sir Joseph Bhore was 
that the Agreement was merely a foimal statement of the principles 
and practices of^discriminatnjig protection which had from time to 
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no necessity to consult commercial opinion as no new departure o£ 
principle or practice was involved The Fiscal Autonomy Comention 
was not changed, nor was the policy of discriminate protection The 
Agreement was justified on the ground that while British mteiests did 
not desire to question the existing policy regarding discriminate 
protection, etc , they wished Indian policy to be defined and clarified 
so that there would be no misundeistandmg thereafter The Agree- 
ment, it was maintained, ‘implemented implied promises given at 
Ottawa and the definite promises given to the Clare Lees Deputation ' 
The Agreement confeired on India raateiial benefits regarding the 
increased consumption of Indian cotton and of raw and semi-raw 
materials, and the privilege of duty-free entry of Indian pig-iron 
into the United Kingdom India was also promised a share in 
such facilities as might be granted to British cotton goods by the 
Colonies and Protectorates 

5 n the other hand, non-official commercial opinion m India strong- 
ly objected that the Agreement whittled down the Fiscal Autonomy 
Convention, as well as certain valuable principles of discriminate pro- 
tection established since 1Q23 There was also absence of recipiocity, 
the Agreement being drawn moiQ^in the interest of the United King- 
dom than of India While India gave definite undei takings, the United 
Kingdom merely offered to consider vaiious steps that might be 
taken to develop the use of Indian cotton, etc , and extended vague 
pi onuses to India of little or no material use in the near future 

It was also argued that the Agreement enunciated principles far 
more dangerous than any quotas or reductions in the percentages of 
duties It was not desirable to reopen the question of protection 
when once it had been granted foi a definite period, especially at 
the instance of the United Kingdom Such ‘a policy was likely to be 
an impediment to the industiial development of India and to hamper 
the starting of new industries 

The Supplemcntaiy Indo British Trade Agreement lapsed with 
the expiry of the Ottawa Tiade Agreement and has not since been 
renewed 

§11 The Assembly’s adirerse verdict on the Ottawa Agreement.--* 
On 30 March 1936 the Indian Legislative Assembly turned down 
by a resolution the Ottawa Agreement and its sequel the Indo-Bntish 
Trade Agreement (1935)^ and voted against their continuance The 
following IS the text of Mi M A Jmnah's amendment to the official 
resolution carried by the Assembly 

‘ This Assembly recommends to the Goveinoi-Geneial-in-GounciI 
that the Ottawa Agreement dated August 20, 1932, bo teiminated 
without delay and notice of denunciation be given in terms of Article 
14 thereof , the Assembly fur;;her recoi^xmends that the Government 
of India shoifld immediately examine the trend of the trade of India 



with various othei impoitant countries and the United Kingdom 
and investigate the possibility of entering into such bilateral trade 
treaties with them, whenever and wherever possible, to bring about 
expansion of the export trade of India in those markets and submit 
such treaty or treaties for the approval of the Assembly 

The amendment was carried by 70 \otes to 65 The Govern- 
ment of India being committed to abide by the decision of the 
Legislative Assembly, the six months’ notice of termination of the 
Agi cement was given on 13 May 1936 and the Agreement conse- 
quently was due to end on 13 Novembei 1936 This period of 
notice afforded an opportunity of concluding a new agreement 
Negotiations were set on foot between the British Government and 
the Government of India, who were assisted by a panel of non- 
official adviseis led by Sir Purshotamdas Thakurdas A Commerce 
Department communique dated 20 October 1936 stated that pending 
the conclusion of a new agieement the two Governments agreed that 
the i9g2 Agreement should continue in force subject to termination 
at three months’ notice by either party unless it was replaced by 
a new Agreement Also that in the event of failure to conclude 
a new Agreement, neither party should withdraw the existing pre- 
ferences Without prior consultation with the other party 
§12 The new Indo-Britieh Trad^ Agreement ( 1939 ) —After pxo- 
ti acted negotiations lasting for neaily two and a half years a new Agree- 
ment to replace both the Ottawa and the Supplementary Agreements 
was concluded in March 1939 These negotiations were unduly pro- 
longed mainly because of the difficulty of securing an agreement on 
the question of the intake of Lancashire piece goods by, India against 
the off-take of Indian cotton During the course of these negotiations 
a Lancashire Delegation visited India but failed to secure an 
agreed solution of the textile problem owing to tjhe wide gulf between 
the view-points of the Delegation and the unofficial Indian advisers 
Likewise the three visits of Sir Mahomed Zafrullah Khan, the Com- 
merce Member, to London were of no avail The Government of 
India, having failed to reach an agieement with the approval of the 
unofficial advisers, themselves pursued the negotiations with His 
Majesty's Government and a Trade Agreement was signed between 
the two Governments in London on 20 March 1939 On 27 Maich 
1939 the Assembly 1 ejected the official motion for the approval of 
the Trade Agreement by 59 votes to 47 A similar fate was in store 
for the official motion for leave to introduce a Bill to amend the 
Indian Tariff Act of 1934 to give effect to changes in the import 
tariff necessitated by the new Agreement The Bill, after being 
approved by the Council of State, was again placed before the 
Assembly with the recommendations of the Governoi General, and 

^ See also §24 



was again rejected b> die Assembly ^ In view of the neutrality of 
the Muslim League members the Government chose to consider the 
Assembly's vote as political in its nature and therefoie indecisive 
The Goveinor-Geneial theieupon certified the Bill, which became 
law on i8 April 1939 The new Agreement was to be m force until 
31 March 1942, provided six months’ notice befoie that shall have 
been given by eithei paity, or until the expny of six months from 
the date on which notice of termination is given 2 
§13 Mam features of the new Agreement. — ^ Among the principal 
features of the new Agreement it is worth noting that the old 
principle that«^the mutual concessions should take the foim of only 
a guaranteed maigin of pieference and not of actual rates of duties 
to be fixed according to the revenue needs of the respective 
Governments was observed Also the Supplementary Agreement of 
i§35 was not renewed and India was thus free fiom the novel and 
awkward obligations to Great Britain in the matter of grant of 
piotection to hei industries (see § 10) The new Agreement con- 
tained notable modifications of the Ottawa Agreement While 
keeping as large a piopoition as possible of India’s exports within 
the preferential field, much the same as under the Ottawa 
Agreement, the scope of preferences gr^inted to the United Kingdom 
was considerably narrowed by exf:ludirig articles under food, drink 
and tobacco and raw materials or semi-manufactured goods which 
were entitled to preference under the old arrangement Undei 
the new Agreement the majority of the items related to specialized 
products not manufactured in India (e g motor cars, cycles, etc ) 

As regards* other items (eg woollen carpets and rugs, drugs and 
medicines, etc), the imports from the United Kingdom consisted of 
special varieties which were produced in India only in negligible 
quantities Certain preferential heads were redefined so as to 
exclude in tiie interest of the Indian consumer a number of com- 
modities which were formerly included Thus, under the head of 

chemicals, drugs and medicine, several acids and chemical products 
were removed from the scope of preference A notable departure 
from the Ottawa Agieement was that while that Agreement had 
left untouched commodities which enjoyed protection in India, tlie 
new Agreement mcorpoiated the airangement regaidmg the duties 
on Lancashire goods although officially the Indian textile industry 

Fair consideraton of the Agreement by the Assemblj was prejudiced oy 
the Budget (1939-40) proposal of the Governinent of India to double the import 
duty on cotton 

^ See B K Mndan, India and Impe 7 ial Pieference, Postscript, pp 222-^19, 

and B P Adarkar, The Indian Fiscal Policy, pp 559-62 for a detailed analysis 

and criticism of the neu Indo-Bi itisli Trade Agreement 



was a piotected industry ‘Thus now it is more a case of protection 
Within preference than of prefeience within piotection'i 

India accorded a preference of lo per cent to a number of items 
of imports of Biitish goods like chemicals, paints, lemnants of piece- 
goods, woollen caipets, sewing machines , and pei cent on motor 
cars, motor cycles and scooleis, cycles and omnibuses, etc 

The United Kingdom on hei side, apart from continuing the 
fiee admission of certain Indian goods (such as lac, raw jute, mica 
slabs, myrobalans), granted the following mam pieferences (i) a 
preference of lo pei cent ad valorem to bones, linseed, castor- 
seed, gioundnuts, leather (undressed), coir yarn, so^a beans and 
spices, etc , (ii) a prefeience of 15 pei cent among other things to 
cextam jute manufactures such as cordage, cables, ropes and twine, 
castor oil, rapeseed oil, Imse^id oil, gioundnut oil, leather (dressed), 
paraffin wax , (111) a pieference of 20 per cent on con mats arid 
matting, cotton manufactuies and certain jute manufactures like 
sacks and bags, and (iv) piefeiences at specific lates to magnesium 
chloride (is pei cwt) , handmade knitted carpeting and floor rugs 
(45 fid per sq yard) , coffee (gs per cwt ) , tea (25 per lb ) , 
lice (2 1 3d per lb) 

As regards pig-iron, while it continue 4 to enjoy free entry, the 
British Government reserved to i^^self the power to impose after 
31 March 1941 a customs duty on imports of Indian pig-iron if after 
the expiry on that date^ of the Iron and Steel Protection Act (1934), 
duties were applied to at tides of iron and steel imported into India 
substantially less favourable to the United Kingdom than those pro- 
vided for m that Act ^ 

It may be noted that the separation of Burma from British India 
was responsible for the abolition of some prefeiences (e g pig-lead, 
rice meal, etc ) and reduction in the value of others (e g teakwood, 
paraffin wax, rice and tobacco, manufactured) 4 

A notable featme of the new Agreement 1 elated to the Cotton 
Article (10) about recipiocal concessions in respect of thei export of 
Indian raw cotton to the Unite^ Kingdom and' the import of British 
cotton piece-goods into India We have already fully explained in 
an earlier chaptei^ how under the new Agieement a sliding scale of 
duties was fixed for cotton piece-goods which was linked, on the one 
hand, with the expoit of Indian cotton to the United Kingdom, and 
on the other, with the imports of cotton piece goods from the United 
Kingdom into India This was indeed tTie pivotal part of the 
Agreement 

As legards the Colonies, the new Agreement differs from the 

^ B P Adnikat, op cit , p 560 
The life of the Act was extended by another year 
Ch 11, §14 



Ottawa Agieement in one important lespect, viz that provision was 
made in the new Agreement for the negotiation of a separate trade 
treaty with Ceylon, which was to enjoy the Ottawa schedule of 
preferences foi a peiiod of si\ months aftei the Agreement came 
into operation ^ The schedule of mutual pieferences betwesen India 
and the Colonies remained unchanged with one oi two exceptions 
§14 A critical remew of the Indo-Bntish Trade Agreement — 
Generally speaking, the new Agreement has failed to secure the ap- 
pioval not only of the Indian textile industiy but of all the Indian 
commeiciai organizations in the country 

In the fir^t place, the Government's action in ceitifymg the Bill 
to implement the new Agreement and disiegarding the adverse 
veidict of the Assembly caused keen lesentment, especially in view 
of the Government's pievious adherence to the Assembly's decision 
■v^lien the Ottawa Agreement was denounced in 1936 and of the 
Fiscal Commission’s lecommendation to the effect that no prefei- 
ences should be granted by India without the approval of the Indian 
Legislature (see however footnote 1 to p 542) 

In the second place, as the Committee of the Federation of 
Indian Chambers of Commerce point out in their lepresentation on 
the new Trade Agreement submitted to the Government of India, 
the frameis of the Agreement igmoied the then position of India as 
a debtor country with heavy liabilities to the United Kingdom by 
way of large items of ‘ invisible ' imports and the consequent need 
of maintaining an export surplus in the balance of tiade accounts 
The Government also ignored the lecommendations n^de by the 
unofficial adviseis m lespect of the claims of Indian insurance com- 
panies, Indian banking companies and Indian shipping foi obtaining 
piotection against disci immatoiy action and for securing equal 
opportunities and a specific share m the carrying trade for Indian 
shipping In ^evaluating the new Trade Agieement it was also 
necessary to allow for preferences gi anted to the United Kingdom 
under the Indian Steel Protection Act ^ 

Also the, general pieferences enjoyed by the United Kingdom in 
the Indian market weie in excess of those recommeinded by iho 


* This period expired on 15 February 1940 Owing, however, to the diffi- 
culties experienced by the Government of India in securing a satisfactoiy 
solution of the problem of Indian immigrants in Ceylon the talks for a tiacle 
agreement between the twoi. countries proved to be abortive Neither countiy 
has so far taken advantage of the liberty to abolish existing preferences in 
favour of impoits from the other countiy 

® See Annual Report of the Federation of Indian Chambers of Conunerce 
and Industry (193940), vol II, pp 718 and innual Report of the Indian 
Chamber of Commerce (1939), pp 20-3 

See Indian Textile Journal (April 1939), aitide on the Indo-Bntish Trade 
Pact by Dr V K R y Rao 
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unofficial advisers and precluded India from entering into any Trade 
Agreement with Continental countries, as India could offer them 
very little in exchange for her exports 

Again, while the prefeiences which India leceived m the United 
Kingdom had mostly a negative insurance value, the prefeiences 
granted by her to the United Kingdom, though on a smaller trade 
value, were of real benefit to the latter m so fai as these related to 
heads of imports in which the keenest competition was met with by 
United Kingdom exporters While the official estimate of the value 
of the Indian export tiade enjoying preferences was Rst; 36 86 ciores, 
as against Rs 7 68 crores which was the value of the imports from 
the United Kingdom falling in the preferential category, the value 
of the Indian expoit trade to the United Kingdom enjoying effective 
preference (eg Imseed, oilseed cake, woollen carpets and rug 3 ) 
was according to the unofficial advisers estimated at only Rs 6 crores 
It was misleading to include m this estimate the duty-free aiticlcs, 
as the United Kingdom could not affoid to impose any import duties 
on these articles (e g raw jute) as they are of the character of essential 
raw materials required by important British industries Further, 
while the prefeiences enjoyed by the United Kingdom 1 elated to 
manufactured articles such as chepaicals, paints, instruments and 
apparel, which weie diiectly detrimental to the growth of indigenous 
industries, the United Kingdom granted preferences only to raw 
mateiials requned for keeping her industries going and for her arma- 
ment programme 

Turning to preferences granted to Indian exports, further points 
lof criticism were the loss of preference on wheat (the withdrawal 
tof the old preferences with a view to affording freer access foi 
American wheat to the British market being justified on the ground 
X that the wheat preference is of no practical significance to this 
country) , the reduction of the preference on nee, the refusal of 
the British Government to withdraw the drawback facilities in respect 
of linseed utilized in the manufacture of linseSd oil , the reduction 
ol the piefeience on chrome leather , and the reduction in the margin 
4;>f piefeience enjoyed by handmade Indian carpets 

The most persistent criticism was levelled against the arrange 
ment for linking up the export of Indian raw cotton to Lancashire 
with imports of British piece-goods in this country This arrange 
inenl ignored the recommendations of the unofficial advisexs an 
there was no adequate quid pTO quo so far as India is concerned 
(see ch 11, §14) So far as the question of the purchase of an agreed 
quantity of raw cotton by the United Kingdom is concerned, the 
stipulated quantities did not mean any special sacrifice on the pait 
of the United Kingdom by absoibmg additional quantities of Indian 
cotton and thus gwing the promised reli^ to the Indian cotton grower. 
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and fell short of the normal offtake of Indian cotton by the Lancashne 
cotton mdustiy On the othei hand, India was asked to guarantee, 
with the aid of effective sanctions, the intake of United Kingdom 
cotton piece goods far in excess of the actual quantity of Lancashire 
imports into India befoie the Agreement Further, no mention was 
made about the pioportions of different vaiicties of Indian cotton in 
spite of the demand of the Indian cotton growers that at least 65 pei 
cent of the offtake should be shoit staple cotton Again, 111 spite 
of the declaiation of the unofficial adviseis that any fuither indirect 
taxation or Imiden put on the Indian cotton industry would neces- 
sarily call for similar count ei vailing increases in the duty on impoits 
of cloth, the import duty on long-staple cotton was doubled This 
1 educed the piotection available to th£ Indian cotton mill industiy, 
fiad an adveise effect on the handloom industry and pxejudiced in 
advance the examination of the new trade pioposals 
§15 Concluding observations on the Indo-British Trade Agreement, — 
On a broad review the new Agreement marked a partial improve- 
men| over the Ottawa Agreement So far as the mutual exchange 
of preferences was concerned, barring the Cotton A;rticle, it was a 
fair deal on the whole ,As regards, however, the arrangement foi 
the linking of the intake of Lancashire piece good's with the offtake 
of Indian cotton, the scales were heavily tipped m favoux of Lanca- 
shire, having regard especially to the doubling of the duty on the 
import of raw cotton into India While the terms offered by the un- 
official advisers to Lancashire were not sufficiently attractive, it would 
have been ^ fair airangement, if either of their recommendations^^ 
in respect of the export of Indian raw cotton or the import of 
Lancashire goods had been incorporated in the Agreement , theieby 
a more acceptable basis for settlement would have resulted 

As regards the Indo-Bntish Trade Agreement as a whole, in 
those days of bilateral trade and restrictiomst tiade policy followed 
by nations, it becomes necessary to preserve as much of the tiade 
as possible* by exchange of special Qpncessions The failure to^ con- 
clude an Agxeement with Great Britain would not have meapt meie 
reversion to the pi e-Ottawa situation With Gieat Biitam definitely 
committed to a policy of Imperial Preference, India's position as an 
exporter in the world's first emporium for raw materials would have 

* The unofficial^ advisers pi oposed 200, 300 and 400 million yards 1 espectively 
as the minimum, medium and maximum limits of imports of United Kingdom 
cotton piece-goods against 350, 425 and 500 million yards embodied in the 
Agreement As regards law cotton, the unofficial advisers demanded that the 
United Kingdom should guarantee a minimum intake of 650,000 bales with 
an objective figure of one million bales, while in the Agieement it is stipulated 
that the United Kingdom will import 500,000 bales m 1939, 550,000 m 1940 and 
600,000 bales thereafter 
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become in some ways vulnerable ^ The insurance value of the Agree- 
ment— if not Its limited positive benefits— was its main justification, 
as It was of the Ottawa Agreement At the same time, we once again 
reiterate the old (1936) plea of the Assembly m favour of the adoption 
by India of a comprehensive policy of bilateral trade agreements with 
various otiier important countries with which India has trading 
lelations 

§16 Genesis of the Indo-Japanese Trade Agreement ( 1934 ).— We 
have already^ referred to the denunciation of the old Indo-Japanese 
Trade Convention of 1904 by the Goveinment of India In April 1933 
The continuous depreciation of the ye^i since the beginning of 1932 
placed Japanese exports to India in a very favourable position towards 
the end of i 932”3 Indian mills were faced with a serious crisis and 
the Government of India had to intervene The increase m tlie 
import duties to 50 per cent ad valorem with a minimum specific duty 
of 5!/^ as per lb on plain grey non-British cotton piece-goods in 
August 1932 was insufficient to meet the Japanese competition, and 
the Indian textile industry continued to agitate for additional, pro- 
tection His Majesty's Government on behalf of the Government of 
India were thereupon compelled to give the necessary six months* 
notice to the Government of Japan af their desire to abrogate the old 
Trade Convention (1904) under which Japan enjoyed the privilege 
of the most-favoured-nation treatment So long as the trade convem 
tion of 1904 remained m force it was not possible for the Government 
of India to take any action against Japan alone under the Safeguard- 
ing of Industries Act, passed m April 1933 by the Indiafi Legislature, 
which empowered the Government to take tariff action whenever the 
trade and industry of the country was threatened by cheap imports 
from foreign goods The deasion of the Government of India to 
denounce the Indo-Japanese Trade Convention led to a movement 
m Japan for the boycott of Indian cotton by way of repnsaL But 
the agreement between the Japanese spinners apd raw cotton dealers 
not to accept Indian cotton vias not definitely reached until after 
the promulgation in India of the tariff changes of June 1933, which 
announced an increase in the duty on foreign (including Japanese) 
cotton piece-goods to 75 per cent ad valorem with a minimum specific 
duty of 63^ annas per lb on plain greys A Japanese delegation came 
to India in October 1933 After negotiations lasting more than 
three months, an agreement was reached between the two sides 
The Japanese boycott was withdrawn m January 1934 and at the 
same time the 75 per cent duty was reduced to 50 per cent by the 
Government of India A new reciprocal commercial treaty was drawn 
up, and was signed in London on 12 July 1934, although the pro- 


* See B K Ma^an, ’op cit , p> 241 


“See p ^ 3 S 
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Visions relating to the regulation of imports of Japanese piece-goods 
had come into force earlier, 1 e on 8 January 1934 
fel7 Provisions of the Agreement (1934) < — The Agreement of 1934 
with Japan consisted of two parts, the Convention and the Protocol 
The Convention laid down in broad outline the trade relauons 
between the two countries in future, and the Protocol specified the 
agreement reached regarding the importation of cotton piece-goods 
from Japan into India and the export of raw cotton from India to 
Japan The Protocol without the Convention was to come to an end 
automatically *on 31 March 193V, and the Convention would terminate 
on the same date, if denounced by either of the contracting parties 
by giving six months' notice 

The main provisions of the Convention were as follows (1) 
Soth the contracting parties agreed to extend to each othei the 
most-favoured-nation treatment (11) At the same time both the 
parties had the right of imposing or modifying from time to time 
special customs duties on the imports from each other at such rates 
as mjight be necessary to coirect the effect of any variation in die 
exchange value of the yen or the rupee in relation to the rupee 
or the yen respectively, subsequent to 31 December 1933 (111) While 

both the parties reserved the right to make such changes in their 
customs tariffs as might be necessary for the protection of their own 
interests, they were agreeable, when requested to do so by 
either party, to enter into negotiations with the object of recon- 
ciling as far as possible the interests of the two countries 

The principal articles of the Protocol weie as follows (1) The 
customs duties to be imposed on importations into India were not 
to exceed the following rates . 

(a) Plain greys 50 per cent ad valorem or ^]/i 2.nnas pei lb , 
whichever is higher , (b) Others 50 per cent ad valorem 

(11) The Protocol prescribed a system of quotas for the impoits 
of Japanese cloth into India and the export of raw cotton from 
India, Under this arrangemmt Japan was allowed to expoit to 
India m any cotton piece goods year (le the year beginning on 1 
April) 325 million yards of cloth (exclusive of re-exports) provided 
she purchased one million cotton bales fiom India in any cotton 
year (ua the year beginmng on 1 January) This was the basic 
quota. The largest quantity of cotton piece-goods that Japan could 
send to India )vas fixed at 400 million yards a year Foi this 
purpose the basic allotment of 325 million yards was to be increased 
by ii/^ million yards for every 10,000 bales of the excess ovei 1 
million bales taken in any cotton year, 

(iii) The sub-allotment of the cotton piece-goods which might 
be sent to India m any year was divided into four categories as 
follows 
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(a) Plain greys 45 per cent (b) Bordered greys 13 per 
cent (c) Bleached (white) goods 8 per cent (d) Coloured (print- 
ed, dyed or Wovien) goods 34 per cent 

§18 Working and results of the Indo- Japanese Trade Agreement 

( 1934 ),*— The conclusion of the Indo Japanese Trade Agreement 

^934 I'emoved the ill feeling prevailing in both the countries and 
bi ought relief to the cotton grower, the cotton merchant and, to 
a certain extent, to the nnll-ownier in India The greatest gam 
from the Agreement was secured by the Indian cotton grower, who 
succeeded m exporting to Japan cotton in quantities appieciably larger 
than the quota fixed under the Agreement The betterment of 
his economic position was also calculated to help the local textile 
industry since the masses are the largest consumers of local fabrics 

Japan also realized substantial advantages In the first plac«, 
she secured the most-favouned-nation treatment The reduction in 
the customs duty on Japanese exports of piece-goods to India from 
75 per cent to 50 per cent, which, in the opmion of Indian mill- 
owners, gave inadequate protection to the industry, was also another 
big gain to Japan 

From the Ind’ian standpoint the Indo Japanese Trade Agree- 
ment of 1934 was adversely criticized, and the feeling in the country 
was that India did not come off well in the bargain The greatest 
dissatisfaction was expressed against the working of the quota system 
The non official advisers to the Government of India in the Indo- 
Japanese trade parleys for the renewal of the Trade Agi'-eement, 
which began in July 1936, declared that the quota arrangement had 
lent itself to consideiable evasion The Japanese as well as the 
Indian merchants in Japan promptly took advantage of the loopholes 
in the quota system, and thus frustrated its mam object, namely** 
the limitation of the amount of cloth coming from Japan Fenfs^ 
were outside the quota and there developed a big trade m them 
So also aitificial silk goods were not included under the 
quota, and large quantities of them were Imported into India 
from Japan Another ingenious method adopted by Japanese 
exporters to arcumvent the quota arrangement was to send made-up 
cotton goods such as shirts, dresses, skirts, etc, which flooded the 
Indian market It was also alleged that considerable quantities of 
Japanese piece-goods, re-exported from India to Afghanistan and 
Nepal, were smuggled back across the border into British Indian 
temtory Thus it was shown that Japanese exports to India had m 
spite of the Protocol increased, and thus defeated its agieed purpose. 
The linear yard basis had been abused, and cloth of greatei width 
had been exported to India 

* Fents are rejected cuttings of cloth pieces which nrS imported at a smaller 
customs duty, bein^ be?ow the standard lengtht 
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It was further pointed out that Japan had taken full advantage 
of the most favoured-nation clause in the agreement, and had dumped 
large quantities of cheap miscellaneous manufactured goods such as 
glassware, boots shoes, hardware, woollen goods, cycles and umbrellas 
This had adveisely affected the position of a number of small nascent 
Indian industries and handicrafts Customs statistics showed tliat 
the imports of miscellaneous Japanese products into India had 
risen by several a ores of rupees, so that Japan’s adverse balance 
of trade with India had been wiped out Japanese purchases of 
Indian pig-ifon, jute and oilseeds had considerably diminished 
On the other hand, the range of goods imported from Japan, as also 
the quantities imported, had appreciably increased It was, therefoie, 
aigued that a comprehensive trade agreement was necessary rather than 
a*n agreement lestricted to the barter of raw cotton against cotton 
piece goods 

As regards the laige purchases of Ind'ian cotton made by Japan 
m excess of what the Protocol contemplated, it was urged that Japan 
bougjit all this cotton because she wanted a cheap raw mateiial 
During i934“5, the first complete year during the operation of the 
Indo-Japanese Trad'e Agreement, she bought 2,010,600 bales Ojf 
Indian cotton Her average ctitton takings horn India for the 
previous ten years weie a million and a half bales It was, therefore, 
maintained by non-official commercial opinion in India that the 
minimum offtake of Indian cotton by Japan should be increased 
from 1 million to at least 11/2 million It was argued that the cotton 
offtake of Japan would not diminish for some years unless the 
Japanese replaced cotton in their industries by staple fibre 
^ §19 New Indo-Japanese Trade Agreement ( 1937 ) • — All these points 
of criticism against the Indo-Japanese Trade Agreement of 1934 
received a great deal of attention during the protracted negotiations 
which commenced in July 1936 for the renewal of the Trade 
Agreement of 1934 \/hich was to expire on 31 March 1937 The 
non-official * Indian advisers to the ^Commerce Department of the 
Government of India were united in then demands, unlike on the 
previous occasion m 1933 Jn the fiist place, it was recommended 
that while the old agreement concerning the Japanese offtake of 
Indian cotton should continue, there should be a substantial le- 
duction (say by fifty ip.illian yards) in the quantities of Japanese 
cotton piece-goods imported into India It was also urged that 
there should be u quota for fents and that it should not exceed an 
amount equal to per cent of the general cotton piece-goods quota 
It was further proposed that to check the growing imports of arti- 
ficial silk piece goods into India from Japan, these goods should 
be included in the. general piece-goods quota The same proceduie 
should be ;adopted as regards made up cdttOF-cloth garments 
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The quota should be fixed on the square yard basis instead o£ the 
hneai yard basis A further recommendation was that low-grade 
Japanese yarn (that is, yarn of staples up to 50s) should be subject 
to a quota Finally it was urged that under the new agieement 
there should be either quotas foi imports of miscellaneous goods, 
01 such higher specific import duties as would protect the small 
home mdustiies of India 

The levised Indo-Japanese Trade Agieement came into force 
horn 1 Apiil 1937 was to have effect until 31 March 1940 

As regaids the Trade Convention the status quo was picseived 
and Japan was thus assured of the mostfavourednation tieatment 
for a peiiod of thiee years 

The levised cotton Protocol was substantially the same as the 
old one except for a few modifications, some of which weie neces 
sitated by the separation of Burma from India from 1 Apiil 1937 
The annual basic import quota of Japanese piece-goods was reduced 
fiom 325 million yards to 283 million yards against the purchase 
by Japan of Indian law cotton of one million bales The 1 eduction 
was effected m view of the shrinkage of the Indian markeit following 
the separation of Burma from India Similaily the maximum limit 
of impoits of cotton piece-goods, which was conditional on Japan's 
taking 1^ million bales of raw cotton from India, was 1 educed 
fiom 400 to 358 million yaids 

In the new Piotocol, the coloured piece-goods weie sub-divided 
into the categories of (1) punted goods and (11) dyed, or woven 
goods, and the percentage quota apportioned to coloured piece- 
goods was increased from 34 to 37 The basic quota of cotton 
piece-goods was exclusive of the cotton fents, but Japan undertook 
to limit imports of cotton fents into India to 8,950,000 yaids annually 
The Government of India agreed that customs duties on cotton 
fents would not exceed 35 per cent ad valorem 
§20 A critical estimate of the revised Indo-Japanese Trade Agree- 
ment ( 1937 ) — The new AgrSement with Japan, which came into 
force from 1 Apiil 1937, was essentially a compromise and failed to 
satisfy the commercial community in Bombay as well as the Indian 
textile industry The Agreement fell short of the unanimous re- 
coinmexidations made by the non-official adviseis to the Government 
of India and was scarcely better than the^old Agreement of 1934 
The Government of India could have secured betteJ terms, including 
protection of the minor industries, which had been suffering owing 
to Japanese competition The Tiade Convention had been continued 
on the existing basis without leference to the demand for protection 
against Japan put forward on behalf of the small indigenous in- 
dustries The sta^s quo had thus Ijeen preserved in the general 
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trade relationship between the two countries The Agieement was 
to that extent a gam for Japan , 

As regards the cotton Protocol, the mam difference from the pre- 
vious one was, as' explained above, necessitated by the separation of 
Burma with whom Japan had already concluded an agieement undei 
which the Burmese quota for Japanese piece-goods had been fixed 
at 42 million yards The Indian quota had accordingly been reduced 
by an equivalent amount It should be borne in mind, howevei, that 
Burma’s lequirements were estimated at about 70 million yards 
annually, when the basic quota of the old Protocol was fixed Since 
the separate Burmese quota had been fixed at 42 million yards only, 
India had to absorb 28 million extra yards, as her quota was reduced 
by 42 million yards only and not by 70*^ million yaids as, it ought to 
have been 

It was also objected that cotton fentsi had not been included in 
the quota of cotton piece-goods, although the maximum quantity of 
cotton fents that might be exported to India annually was limited 
to 8,950,000 yards, 1 e 2^^ per cent of the quota of cotton piece-goods. 

T^he exclusion of silk fents and artificial silk piece goods from the 
scope of the Agreement was also adversely criticized But the Indian 
mill industry and the indjgenou^ silk industiy were assisted by the 
Finance Department Notification (1937) prohibiting imports of arti- 
ficial Silk fents into India and the laising of the import duties on 
artificial silk piece-goods by an average of an anna per square yard 

Some of the suggestions made by the non official advisiers weie 
not accepted r for example, no quota limitation was placed on the 
extraneous imports of made-up goods, towellings, cotton blankets, 
and re-exports over India’s land frontiers to the neighbouring market^ 
of Nepal and Afghanistan 

Disappointment was also felt that the Government of India did 
not take the opportunity offered by the Trade Agreement to check 
the intrusion of Japan into the coastal shipping trade of India and 
to ensure foi; India a fair sihare in thq, carrying tiade between Japan 
and India 

In support of the new Indo Japanese Agreement it was said that 
the interests of the cotton grower had to be safeguarded fiist, and 
in view of the threat of Chinese cotton strengthened by the new 
five-year plan it was gratifying that the offtake of Indian cotton for 
three years had bejpn stabilized ^ In this connexion we should do well 
to remember that India needed an effective outlet for much of her 

^ It should be noted, however that owing to the Sino-Japanese hostilities 
and the difficulties experienced by Japan m commanding foreign exchange, 
she considerably reduced her purchases of Indian cotton, the figure of export 
from India being 1,3^,092 bales of cotton in 1937-8 as compared with 
2 426,049 bales yn. 1936 7 
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cotton The Indian mills absorbed roughly 50 per cent of the five 
million bales of cotton produced in the country The Continental 
market could only absorb a small percentage of our cotton It was 
therefore important not to lose the Japanese market 

On the whole, the Agreement of 1937 was not worse than the old 
one, and India's position was stronger under the revised Protocol It 
was felt, however, that the Government of India could have utilized 
our bargaining power to the fullest extent in India's interests Also 
it would have been very desirable if instead of a barter agreement of 
law cotton against cotton piece-goods, a comprehensive trade agree- 
ment, including proper safeguards for the nascent small industries 
, of India like glass and glassware, hosiery, soap, enamel ware, chemicals, 
etc , had been concluded with Japan 

,§21 Provisional Agreement of 1950 — The Government of India de^ 
cided in December 1939 not to give the necessary six months' notice 
of termination of the Trade Convention with Japan in view of the 
assurance they received that the Government of Japan had not the 
least intention to take advantage (by tolerating heavy shipments of 
Japanese goods to India) of an interval that might arise between, the 
termination of the Protocol and the Convention iti the event of 
serious delay m the negotiations 

On the expiry of the Protocol on 31 March 1940 the two Govern- 
ments agreed that during the period intervening between expiry and 
the framing of a new Agreement they would take no action to prejudice 
each other's trade ^ 

The prospects of concluding an early tiade agreement with Japan 
appeared to be very gloomy in view of the announcement by the 
Bfitish Government of the denunciation of the trade treaties with 
Japan (July 1941) Accoidmgly the requisite six months' notice of ter 
mmation of the Indo Japanese Trade Convention of 1934 was given 
to Japan 

§22 New Indo-Burma Trade Agreement (1944) —The trade rela- 
tions between India and Burm*? after the separation of the latter as 
fiom 1 April 1937 governed, until the conclusion of a new 

Trade Agreement between the two countries, by the Indo-Buima 
Regulation Order-in-Council It provided foi the maintenance 
of the status quo in trade and tariff matters between the 
two countries The Government of Burn?a, who found the free 
Hade regime thus introduced unsuitable in view '*of then budget 
difficulties and need for customs revenue, gave notice on 1 April 1940 
to terminate tlie Tiade Regulation Order with effect from 1 April 1941 
In the meantime negotiations for a new trade agreement were set on 
foot and after many hopes and fears lesulted xn an agreement accept- 
able? to both parties ^ 
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The new Agieement, which was signed early m April 1941, puts 
an end to the old fiee trade regime, both the Governments being 
iree to impose tariff duties, subject to the leciprocal concession that 
their general tariff rates would give margins o£ preference to goods 
of India and Burma as the case may be of 10 per cent against Empire 
and 15 per cent against foieign goods Subject to these piovisions, 
the contracting parties undertake to accoid each othei the most- 
favoured-Empire nation tieatment 

§23 Exchange of concessions —The mam features of the new Agree- 
ment aie suifimed up below 

(I) Concessi 072 s by Bmma to India (a) Bmma undertook to ac- 
cord free entry to some 77 ai tides such as canned fish, coal, raw 
cotton, cotton twist and pig iron, {by not to tax certain goods at 
i^tes in excess of 5 per cent (eg potatoes, coconuts, chemicals, diugs 
and medicines, paints, woollen blankets, mgs, etc), (c) not to tax 
certain goods (eg coffee, cigars, ceitain spices, toilet soap, boots, 
shoes, etc) at rates in excess of 10 pei cent (d) Lastly certain goocL 
when imported into Burma were to be taxable at special rates not 
exceeding those shown below, e g betel nuts, 20 pei ce,nt , ale and 
beer at the rate of the exQse duty, tobacco, one anna pe;r pound , silk, 
artificial silk and mixed fabrics,#i5 per cent, and so on 

(II) Concessions by India to Buuna India agieed (a) that ceitam 

goocfe of Burmese origin (eg dyeing and tanning substances, gums, 
resms and lac, wood and timber, lacquered ware, non 01 e, aluminium, 
lead and zinc metals [other than iron and steel] etc) were to be 
accorded free entry, {h) that certain goods were to be dutiable at 
special rates, eg potatoes and onionsi, 5 per cent , coffee, 10 pei cent 
cigars, 10 per cent , tobacco (unmanufactured), one anna per pound 
(c) Thirdly it was found necessaiy to regulate separately the tariff 
treatment of Indian cotton piece goods exported to Burma and of 
Burmese kerosene exported to India As regaids cotton piece-goods, 
while the Agreement provided for a margin of 7^ per cent only, the 
Burma Goxeinment pledged themselves not to fix the duty on such 
goods at more than 10 pei cent Further, the position of Indian 
textiles in Burma was strengthened by the retention of the quota on 
the Japanese goods at its present level As legards kerosene, while 
the margin of pieference was 1 educed to nine pies per gallon as 
against the former margin of eleven and a quartei pies, the Govern- 
ment of India obtained the right during the peiiod of war to impose 
a surcharge equal to the entiie maigin of piefeience The sm charge 
came into effect on 7 April 1941 {d) It was also found necessaiy 

to deal separately with exports of timbei to India and of imports of 
sugar into Bmma The Burma Government undertook not to 
impose an export duty on timber during the period of the war 
Burma uudejrtook to accord,« special privileges to-^sugar imported from 
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India in so far as the local capacity to meet demand' leaves a margin 
to be filled by impoits (e) Fifthly, rice and broken rice were to 
be retained on the free list and no dhty was to be levied m India 
on these commodities coming from Burma so long as they were 
allowed to be imported fiee of duty from other countries In case 
a duty was imposed on broken rice a preference not in excess of 10 
per cent on the amount of the duty was to be granted to imports 
fiom Bmma (/) Sixthly, as regards expoits from one country 
to the other which are liable to excise duty (e g motor spirit, matches, 
salt, sugar) it was provided m general that the rate of the customs 
duty should correspond to the level of the excise duty ruling in 
, the country of imports The Agreement was to run for an indefinite 
period subject to the light *01 either party to denounce it at six 
months’ notice ^ 

§24 The new policy of bilateral trade agreements.— An outstand- 
ing feature of the histoiy of lecent commercial policy, especially since 
1932, has been the increasing activity displayed by a number of trading 
countries, paiticulaily m Europe, m the conclusion of shortterm 
bilateral trade agreements This offers a striking contrast to tlie old 
trade policy, based on the most-fdfvoured-nation principle which was 
until recently widely m operation * 

Of the many types of bilateral agreements the most common 
aie (1) Clearing and (11) Compensation or Barter Agreements 
The latter provide foi the direct exchange of goods and thus obviate 
the necessity of devising means of payment Such agreements 
may be enteied into between two Governments or* fwo private 
persons or firms in the two countries The clearing agreements do 
not specify the paiticular commodities to be exchanged They are 
designed mainly to regulate bilateral trade so as to produce as far as 
possible an exact balance of exports and imports and to regulate 
foreign exchange^ It is no doubt still customary to insert the 
most-favourednation clause m such bilateial agi cements, but the 
operation of the clause is tendered nugatory by the simultaneous 
inclusion of provisions relating to financial and quota arrangements, 
industrial undertakings, legional pieferences, etc 

The business community in India viewed with great alarm the 
deterioration of India’s trade balance in meichandise m recent years, 
particularly during the depiession of 1929-33, owing to the imposition 
of vaiious restrictions by India’s foreign customers especially m 
Europe in the form of piohibitions, monopolies, quotas, exchange 
lestrictions, license systems, etc The geneial tendency to planned 
trade on the basis of tiade treaties and the example of the United 

^ See J^ress Note III on Indians Foreign Trade Policy (1936) issued by the 
Director of Information with the Government of In 3 ia , also Paul Emzig, 
Exchange Control, ‘’151 2 ^ ^ 
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Kingdom, herself m concluding such treaties stiengthened the 
movement m India £oi a comprehensive policy of trade develop- 
ment through bilateral tiade agreements In the period before the 
outbreak of war in September 1939, the Government of India were 
urged to enter into bilateral agieements with all the important 
countries with which India had commercial relations, espeaally 
With Germany, Italy, Iian and Turkey, whose policies of legulated 
commercial exchange had particulaily serious repercussions on India’s 
export trade The issue before the countiy was should India 
abandon her* traditional policy of the umveisal most-favoured- 
nation treatment in favour of a system of bilateial tiade agreements ? 
Point was lent to this controversy by the vote of the Legislative 
Assembly (March 1936) in favour of the termination of the Ottawa 
Agreement and the adoption of Mr Jinnah’s amendment to the 
Government motion recommending that the Government should' 
examine the trend of India’s trade with a view to entering into 
bilateral trade treaties t 

While the Government of India seemed thus to be committed 
to tlfe policy of bilateral treaties, they were not convinced of the 
desirability of adopting such a policy In their judgement nothing 
in tlie study of the world econoigiic conditions in the past few years, 
or in India’s existing circumstances, had shown that any departure 
from the accepted policy was necessary ^ It was urged that India’s 
export trade consisted mainly of comparatively few raw materials 
sent to the great world markets, and it was essential foi her prosperity 
that she shouJd have a favouiable balance of trade and should have, 
to the greatest extent possible, free and' unrestricted access to these 
markets She could therefore ill afford to risk the closing of any 
door open to her by virtue of most-favoured-nation lights Not 
only did bilateral tiade agieements tend to produce immediate 
diminution of the total trade of the contracting parties, but the 
diversion of trade from its natural channels was also likely to 
inflict serious damage on third parties The policy of preferring 
a favourable balance to an inaease in the total volume of trade 
must lead to the extinction of all trade balances and the peimanent 
shrmkage of international trade India stood to lose lather than 
to gam by adopting a policy which at best would reduce hei foreign 
trade to a balance of exports and imports Restriction of imports,, 
it was maintain^, miglit be a regrettable necessity in the case of 


^ See §n above 

- The grounds on which tliJs conclusion was based have been set forth m the 
Press Notes issued in March 1936 by the Director of Information with the 
Government of India regarding India's foreign trade policy See also B K 
Madan’s article, * Bilat#iralism and Indian Trade Indtan Journal of Economics 
(July 1938), as^also his India andr^ Imperial preference, ^99-200 
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distress * countries like Germany, but the adoption of such a measure 
by reasonably piosperous countries like India would be sheer 
defeatism 

As regards bilateial agreements with count! les like Germany, 1 
Italy, Iran, Turkey, etc, it was necessary to bear in mind, m the 
first place, that India had normally a favourable balance of trade 
With these countries, 1 e she sold more to them than she bought 
from them A country which was prepared to restrict its imports 
would always drive a hard bargain with another anxious to sell 
Moreovei, the exports of these countries to India would directly 
compete with the products of Indian industries It must also be 
borne in mind that India no longer held a dominant position m the 
world’s markets as a supplier of food and law materials For in- * 
stance, Germany was obtaining large quantities of raw materials 
iormerly bought fiom India from countries with whom clearing agree- 
ments had been made Thus cotton was obtained from Brazil, Peru, 
Egypt and Turkey, hides and skins from South America, oilseeds 
from the Argentine and the French Colonies, and so on Allo\vance 
had also to l 3 e made for the fact that the uncertain character of the 
general economic conditions and of the cuirency situation in these 
countries would militate against sound bilateral agieements being 
made with them 

There were difficulties to be faced with other count! les Foi 
example, France was paying a great deal of attention to the en- 
couragement of impoits from her Colonies and had grqwn to like 
the milder and more delicate-flavoured China tea betteP than Indian 
tea Again, the United States of America was still bent on its 
isolationist tactics and was concentiating on internal commerce and 
‘development rather than on foreign trade Thus the chances of 
concluding successful bilateral agreements with these countries were 

veiy poor ^ 

If a long view is taken, it must be remembe;^ed that India cannot 
^isolate herself from the world «ind retain her present importance as 
'a commercial unit She must seek an outlet for her surplus produce 
in world markets, and her ultimate prosperity is dependent on the 
general prosperity of the world tiadmg community Her true 
.interest therefore lies in the restoiation of the freie and unrestricted 
flow of international trade on which world prosperity depends 

On the other Side, however, it can be argued that the prospects 
ifor world recovery and restoration of freedom in international trade 
are far from bright The tendencies towaids economic nationalism, 
self-sufficiency and bilateralism m tiade are likely to be intensified 
rather than diminished in strength in the future In these circum- 


» This refers to t)j^e ti^ide positioi^ before the'toi^tbieak of war in September 1939 
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stances, India must fall in with the new policy of trade regulation 
in sheer seH-defence, and she has already made a beginning m the 
Indo-British, Indo Japanese and Indo-Burma Trade Agreements 
Great Britain, Burma and Japan are no doubt three of our most 
important customers and it is highly desirable that we should have 
trade agreements with them on as advantageous terms* as we can secure 
We must, howevei, as suggested in the Assembly's Resolution denounc- 
mg the Ottawa Agreement in March 1936, cast oui net wide and full) 
explore the possibilities of suitable bilateral agieements with other 
customers also, such as the United Statp of America, Turkey, Iian, 
Canada, Ireland, Australia, Ceylon, East Africa,^ Afghanistan, Egypt 
and, after the present war is over, with Germany, Italy and Japan, and 
endeavour to secure some relief from the various restrictions to which 
(fur exports to some of these countries have in recent years (apart 
from the restrictions on trade imposed since the commencement of 
the war in September 1939) been subjected ^ An attitude of laissez- 
jatre in this matter does not appear to be very helpful, and delay will 
only add to our troubles It has been proposed by commercial bodies 
like 1 :he Indian Merchants' Chamber, Bombay, that in order to lay 
a suitable foundation for negotiating trade treaties, India should 
adopt a scheme for regulating hor imports and cxpoi ts witli reference 
to those countries which have adopted restrictive measures At the 
same time, she should thiow her full weight m favour of all such 
attempts as may be made to remove the present restrictions on world 
trade and to restore to that trade, when the present world conflict is 
over, even a fraction of the freedom it enjoyed' a few years ago 


* India has been importing most of the long-staple cotton from East Africa 
for weaving finer fabrics m her mills and she might well negotiate for the 
allotment of a piece-goods quota in the East African market 

“ In 1938 the Government of India concluded a provisional trade agreement 
with the South African Union on the basis rof the most-favoured-nation treatment 
in respect of those commodities not eligible foi preferential treatment in virtue 
of any one or other of the Ottawa senes of Agreements It has been the 
subject of criticism both in the Assembly and outside, the defence of die 
Government of India being that in the absence of the Agreement India’s exports 
of piece-goods, etc, to South Afnca would have been subject to higher duties 
under the new South African Tariff Act 
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THE BOMBAY PLAN i 

Eight piomineiit Indian business men issued m 1944 Part I 
of what they call A Bnef Memorandum Outlining A Plan of 
Economic Development fci India This is now generally known 
as the Bombay Plan 

The principal objective of the Plan is to bring about a doubling 
of the present per capita income within a period of fifteen years 
Allowing for an increase in population of 5 millions pei annum, a 
doubling of the pei capita inbome within 15 yeais will necessitate a 
tiebling of the present aggregate national income^ To achieve thh 
result It IS pioposed to raise the net output of agriculture to a little 
over twice the pi esent figure and that of industry, including large and 
small industries, to approximately five times the present output 
The total capital requirements of the plan would amount to about 
Rs 10,000 Cl ores distributed as follows 


Rs crores 


Industry 

4,480 

Agriculture 

1,240 

Communications 

940 

Education 

490 

Health 

45 'o 

Housing 

2,200 

Miscellaneous 

soo 


Total 10,000 


To those dominated by orthodox financial concepts expenditure 
on this scale will appear appalling and impossible The authors of the 
plan however explain how, in matters of this kind, the war has been 
a great educatoi and quote the following words^ used by Lord Wavell 
m a recent speech in London It has always seemed to me a curious 
fact that money is foithcommg in any quantity for a war, but that 
no nation has evei yet pioduced the money on the same soale to 
fight the evils ^ of peace-poverty, lack of education, unemployment, 
ill-health' The leal capital of a country consists of its resources 
m materials and manpower, and money is simply a means of 
mobilizing these resource? and canalizing them into specific forms 
of activity Fiom this point of view, the authors of the plan 
conclude that the capital expenditure contemplated is wall within 
our resources 

^ So called because with one 01 two exceptions the authois of the Plan are 
Bombay men The authors are Sir Purshotamdas Thakurdas, J R D ^Tata, 
G D Birla, Sir Ardeshir Dalai, Sir Shn Ram, Kasturbhai Lalbhai, A D Shroff 
and John Matthai 
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The threefold increase in the national income which is aimed at 
would involve the following increments in the net income from 
industry, agriculture and services 



Net income 
in 1 931-2 

Net income 



c\pected alter 

Percentage 


Rs crores j 

15 years 1 
Rs crores 

incicase 


Industry 
Agrie ilture 
Servkes 


374 

1,166 

484 


2,240 

2,670 

1,450 


500 

130 

200 


The industiies are classified into two principal categories (1) basic 
industries , and (11) consumption goods industiies 

Among the most important basic industries which would lecene 
priority in the earlier years would be the following Powei— electricity , 
Mmjng and Metallurgy— iron and steel, aluminium, manganese. 
Engineering— machinery of all kinds, machine tools , Chemicals— 
heavy chemicals, fertilizers, dyes, plastics, phaimaceuticais , Arma- 
ments , Transport-railway engirjes and wagons, ship building, automo- 
biles, aircraft , Cement 

Typical consumption industries to be further developed are 
Textiles— cotton, silk and wool, Glass industry. Leather goods 
industry , Paper industry , Tobacco industry , Oil industry ^ 

Smail-§,cale and cottage industries aie to be provided for along 
with large-scTale industries as a means of affording employment and 
of reducifig the need for capital, particularly of external capital m the 
early stages of the plan 

The total amount of capital required for increasing agriculttual 
production to the target figure is as shown below 


f\ 

Rs c} 01 es 


- 

Non-recurnng 

expenditme 

Recui ring 
expenditure 

r 

'Soil conservation, ej;c 

200 

10 

Working capital 

250 

10 

Irrigation — canals 

400 

wells 

50 

195 

Model Faims j 

' 130 

-,1 r 

Total 

r 

84s 

400 

r* 




appendix a g6i 

The total cost of increasing rail and road mileage and impioving 
ports is expected to be & i 5 


R$ a ores 



I Xon-iecurnng 
expenditui e 

Recurring 

expendituie 

R ulways 

1 434 

1 ' " 

Q 

Ru ads — new consti action 

300 

35 1 

j 

— reconstruction 

1 13 

50 

Ports 

1 ^ 

« 

Total 

897 

f 

49 


The proposed souices of finance aie as follows 
External finance-- 


Rs crores 

Hoarded wealth 
Sterling securities 
Balance of trade 
Foreign borrowing 


300 

1,000 

600 

700 


Internal finance'- 
Savings 

' Created money ’1 3400 

Total 


2,600 


7,400 


10,000 


The cieated money is of a self-liquidating character as it will 
increase productive capacity and will result in a corresponding in- 
cicase in the volume of goods for sale so that ultimately the level of 
prices will be lower than m the beginning But dm mg the gi eater 
part of the planning period there will be a gap between 
the volume of purchasing power in the hands of the public and 
the volume of goods available and the evils of inflation will hai-e 
to be guarded against by rigorous contiol of ''prices and of practically 
every aspect of economic life ^ 

For purposes of execution it is proposed that the plan should 


^ Cieated money means money created against ad hoc securities, 1 e on the m- 
lierent ciedit of the Government 

xt— 36 
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be subdivided into three 5-year plans, the expenditure to be incurred 
being as shown below 

Rs cYoies 



Eirst 

plan 

1 Second 

1 plan 

Third 

plan 

lot'll 

Industry . 

(790) 

(f.Sjo) 

(2,160) 

(4,480) 

Basic industiy 

480 

1,200 

1,800 

3.480 

Con 'sumption goods 



360 


industry ^ 

310 

330 

1,000 

Agriculture 

200 

400 

640 

1,240 

Convnunicatiofts 

no 

320 

510 

940 

EducAtion 

40 

80 

370 

490 

Health 

40 

80 

330 

450 

Housing 

190 

420 

1.590 

2,200 

Miscellaneous 

1 30 

! • 

100 

200 

Total 

1,400 

2,900 

S.700 

10,000 


The plan assumes the creation of a national government at 
the centre vested with full freedom and powers in the economic 
sphere with jurisdiction extending over the whole of India While 
It dbes not preclude a regional grouping of Provinces and States 
as an in tei mediate link in a federal organization nor wide decentrali- 
zation involving delegation of powers of administering economic 
policy to provincial and local governments, it is implicitly but none 
the less unmistakably opposed to partition of the countiy into 
separate and indepe;ident political units 

The second part of the Bombay plan, which was published in 
January 1945, sets out certain general ideas on the problem 
of distribution and advocates equitable distribution of the in- 
creased wealth resulting from the execution of the plan It aims 
at reducing inequalities of wealth and providing a minimum standaid 
of living for /all It advocates the use of direct taxes like death 
duties on surplus income 01 capital at progressive lates, togethei 
with a differentiation between earned and unearned incomes, 
reform of land-tenure and widespread distribution of shaies in joint- 
stock companies It visualizes full employment foi the entire 
population of woiking age with progressive improvement in the level 
of industrial as well as agricultmal wages Suggestions are also made 
foi decentralization of industiy and its regional disUibution in due ^ 
subox dination to the mastei plan The need £01 the encoiu agement 
of cottage and small-scale industries is recognized and a judicious 
combination of State and private enterpxise is uiged * The tuple 
broad principles which appear to underlie the stiucture of planned 
economy envisaged by^the Bombay planneis are (a) necessity of 
orderly development out of the pre-existing economic set-up, (h) 
economy of central control, and, filially, (c) m consonance with the 
social and distributive ends of the community, maximum decentrali- 
zation of the means of production as well as of actual productive 
units, subject to the overriding consideration of the economics of 
large-scale production in industry and' agriculture 

^ The kastern Economt^^ 26 January 1945, pp 95-6 
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REPORT OF THE BOMBAY TEXTILE LABOUR 
ENQUIRY COMMITTEE (1940) 1 

The final Report of the Textile Labour Enquiry Committee 
hy Government of Bombay in April 193 '7' was submitted 
to the Government in July 1940 and was released for publication early 
in June 1941 2 The mam recommendations of the Committe^^ are 
summarized below 

(1) Living wage standard For a typical family of husband and 
wife and two children, the ran’ge of total expenditure for maintaining 
a living wage standard was estimated by the Committee betweefi 
Rs 50 and Rs 55 for Bombay [Rs 23 (food), Rs. 12 (rent) and Rs 15 
to 20 (other items)], Rs 45 and Rs 50 for Ahmedabad, the range for 
Sholapur being Rs 3 to Rs 5 less than for Ahmedabad The Com* 
mittee were not in favour of making any allowance foi the earnings 
of the wife and for supplementary sources of earnings, if any ^ For 
the bulk of the workers m the industry earnings fell short of the 
livmg wage standard 

(li) Minimum wage Minimum wage-fixing machinery was con- 
sidered to be necessary for all industries where labour was unorganized 
or weakly organized The Committee did not agree that the Bombay 
Industrial Disputes Act (1938) dispensed with the need for a special 
machinery for fixing or revising minimum wage rates It would not 
be suffiaent to restrict the regulation to a single general minimum , 
all occupational grades in the industry must be coveveci and this 
can best be done through the machinery of the trade board 
The Committee recommended the establishment of a trade board 
for the cotton textile industry of Bombay province on the lines 
of boards established under the British Trade Boiardsi Acts of 
1909 and 1918 It should be composed of an equal number of 
representatives of employers and woikers, and should also contain some 
independent peisons The mam duty of the board should be to fix 
the minimum time and | or piece rates for as lai’ge a body of workers 
included in the industry as posable 

(ill) Standa'i dization of wages Advantage should be taken of 
the adoption of schemas ^ of standardization to reduce disparities 
This should be achieved not by efCectmg cuts m the rates for any 
occupation but by a process of levellmg-up when the standardization 
lists aie framed If a uniform standard was to be achieved for all the 
centres, it is essential that while applying it to the various 
centres proper allowance should be made for variations in the cost 
of living 

(iv) Working of shifts A night shift as a permanent and regu- 
lated feature may provide increased employment in any industry, but 

^ See Report of the Bombay Textile Labour Enquiry Committee, pp 382-428, 
and "Ihe limes of India, 5 June 1941 

* See ch in, §§49-2c? 



INDIAN JbUUiNUMil^5 


5^4 

the spasmodic working of night shifts, while tempoiarily offeiing 
additional employment, ultimately aggravated the evil of unemploy- 
ment by attracting to industrial centies an unduly large number 
of men The Committee suggested that an Ali-India Industiial 
Council be established to examine, among othei duties, the question 
of regulating night shifts for the whole country 

(v) Rationalization The Committee used the teim rationaliza- 
tion as including efficiency schemes and uiged that India must take 
the greatest 'advantage of all means and lesoiuces at its disposal which 
would enable it to stabilize the cotton textile industry and to face 
successfully the competition of other countnes which had attained a 
high degree^ of efficiency in production No employei should be pei- 
mit^ed to introduce any rationalization scheme and no woikei should 
be permitted to go on strike on the proposed lationalization scheme 
until the matter had been finally disposed of eithei by a iepiebentati\e 
Rationalization Committee, which should be established by the 
toveinment, or by the Industrial Court 

(vi) Financial and tndust'iial 'leoiganization In the existing 
circumstances of the cotton textile mdustxy bettei results weie likely 
to be attained by economies accruing from close peisonal attention 
than from pioduction or management on a largei scale The forma- 
tions of pools for certain specific purposes repiesented a mdie modest 
method of reorganization which has, within degrees, yielded satisfac- 
tory lesults It was worth while examining whether, by extending the 
scope of joint action in the duxection of joint purchases of stores, 
substantial economies could not be secured m all centres of the industry 
The division of markets on the basis of souices of supply, the 
allocation of the pioduction of specialized sorts to specific units oi 
centies, and a better joint organization of the expoil maikets ioi 
the commcm benefit of the industry should leceive the eailiest atten- 
tion if unbfidled competition was to be checked 

(ynf Welfare work and social legislation It would be highly 
desirable if a beginning were made in the piovince of Bombay foi 
the creation o£„ a composite institute of industrial hygiene, industnal 
psychology and industiial welfare A well-planned housing pio- 
gramme, cooperative societies, education"" facilities, leguiax medical 
inspection, compulsoiy and contributory schemes of sickness and un- 
(^ployment insurance, provident funds and the establishment of an 
employment buieau weie recommended 

In conclusion, it may be pointed out that the Rcpoit of the 
Committee contains many useful recommendations which may foim 
the basis of fai-ieaching legislation While m the conditions cieated 
by the war, it may not be possible fully to implement the various 
recommendations of the Committee, it should nevertheless be possible 
to make a beginning now in respect of some of these both because 
some of the reforms like sick leave with pay are uigeiit and oveidue 
and because war-time prosperity enjoyed by the cotton textile industry 
would seiem to make substantial measures for the bettei meiit of 
labour practicable 
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THE BANKING COMPANIES BILL, 1945 1 

The Banking Companies Bill 1945 follows in general the Reserve 
Bank of India’s draft proposals of 1939, with some departures 
« According to the definition accepted m the Bill, Banking means 
the accepting of deposits repayable on demand ^ < 

Sections 8 and 9 of the Bill piohibit banks from undertal^ing 
trading activities or trading risks in addition to ordinary banking 
risks • 

Section 11 intioduces the principle of fixing minimum capital^ 
according to the importance or the population of the locality in 
question 

The minimum capital and reserve lequired foi a bank is raised 
fiom the present figme of Rs 50,000 to one lakh of rupees Banks 
incorpoiated elsewhere than m British India but operating in British 
India will be lequired to deposit this minimum amount with^the 
Reserve Bank of India 

No bank m British India is allowed to^open a branch outside 
the province in which it has its principal place of business or no 
bank in an Indian State is allowed to open a branch in British 
India, unless it has a minimum paid-up capital and reserve of 
Rs 20 lakhs This minimum would entitle it to open branches 
without limit in any part of British India 

The minimum paid-up capital and reseive foi opening* a blanch 
in Bombay 01 Calcutta is Rs 5 lakhs ' ^ 

Additional reserve and capital of Rs 5 lakhs is laid down in 
lespect of each town (other than Bombay and Calcutta) having 
a population of one lakh or more in which the bank has a branch, 
plus Rs 10,000 m respect of each branch elsewhere 

Section 12 debars a banking company fiom creating any charge on 
Its uncalled capital, 111 order to afford some protection to depositors 

m the event of liquidation • « -, j n ^ 

Section 13 provides foi the creation of a leserve fund and Section 
14 lequues every non-scheduled bank to maintain a cash res^ve and 
flic the piesciibed returns of cash resedve with the Reseive Bank of 

Section 16 piohibits the granting of loans or advances on the 

secui itv of a bank’s own shares , j 

Section 17 provides for the licensing of fpreign banks intending 

to open branches in India on a reapiocity basis , TSTrvr^^,rtlon 
Section 18 pi escribes the maintenance of a certain fix p p 
of a banS liquid assets to its total demand and time liabilities 
Section 2o\resaibes monthly returns and information regarding 
advaS” by eve?, bank, eg company and empowers 

« See article by M S.taramayya m Jourm^l of the IndtanJnsUtute of Bankers, 
April i945> PP ^^4 



INDIAN ECONOMICS 


566 

the Reserve Bank of India to call for and, if necessary, publish half- 
yearly returns of advances and investments 

Sections 22, 23 and 24 make detailed provisions legarding the 
presentation of accounts and balance sheet and audit 

Section 28 makes provision for inspection in certain circumstances 
of a bank's books by the Resei've Bank of India, which is empowered 
to apply for the liquidation of the bank concerned, if necessary 
Section 30 provides for a moratorium not exceeding thiee months 
and lays down that no application by a bank to the court for suspension 
of business sh^ll be entertained unless it is accompanied by a repoit 

of the Reserve Bank of India 

•% 
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^ WAR-TIME RESTRICTIONS AND CONTROLS IN INDIA ^ 

Trade Control 

On the declaiation of hostilities, tiadmg with the enemy countries 
becJ^me an offence undei the Defence of India Act, 1939 With the 
extension of hostilities m Europe and East Asia, vast tciiitoiies came 
to be occupied by the etjemy and trade with them stopped automati- 
cally Trade with other counmes was subjected to numeious lestiic- 
tions The lestrictions on expoits were aimed at pi eventing supplies 
from reaching the enemy by indirect channels, conserving goods essen- 
tial for the piosecution of the war and economizing shipping space 
While certain exports weie prohibited altogether, otheis weie allowed 
only undej: licence In cases where the restiictions were not intended 
to conserve* supplies at home but weie merely a part of economic 
warfare ^igainst the enemy, no licences weie required if the articles 
were consigned to any part of the Biitish Empire including Mandated 
Territories The restrictions on imports, enforced thiough a licensing 
system, aimed at giving prioiity to essential supplies, economizing 
shipping space and diverting imports from countiies whose cuirencies 
were comparatively scarce Hence, the commodities lestiicted 
were mainly those the consumption of which could be kept within 
limits without damage to any esse^ntial mteiest or whose supplies 
could be replaced by Indian products or which could be seemed 
from countries in respect of which the exchange problem was com- 
paratively less acute An open general licence was, however, issued 
for the import of a restricted list of commodities from countries within 
the British Empne and other territories such as the Portuguese 
posisessions 


Exchange Control 

Measures of exchange control were introduced immediately on 
the outbreak of war and have since been administered by the Reserve 
Bank of Ind,ia The objects of this exchange control are mainly two 

^ Slightly abridged* from a note prepared and kindly placed at our disposal by 
Professor N Pardasani, Elph^nstone Co^ege, Bombny ^ 



APPENDIX D 567 

(i) to economize the available resources of foreign exchange so as to 
secure supplies directly connected with the prosecution of the war 
and (11) to ensuie that all foreign exchange transactions are done at 
officially conti oiled rates without giving rise to a ‘free market' in 
ioieign currency Steps taken in pursuance of these objects have 
geneially served to reinforce one another as both point towards a 
compiehensive control over supplies of foreign currency To secure 
these objects, all dealings in foreign exchange are required to be 
tiansacied through ‘authorized dealers’, le the exchange banks 
and ceitam Indian joint-stock banks specially authorized in this be- 
- half by the Reserve Bank The authorized dealers are subjected to 
lestiictions in lespect of both purchase and sale of foreign cunencies 
While no lestiictions were placed on the pm chase and sale of 
Empire cunencies (with the exception of Canadian, Newfoundland 
and Hongkong), the purchase* and sale of non-Empire currencies weie 
restricted to genuine trade purposes, travelling expenses and small 
peisonal lemittances Transfers of capital were severely lestnctei 
The Empiie group, known as the ‘Sterling area’, was giadually ex- 
tended so as to include the Mandated Territoiies, Egypt, Iiaq, the 
Belgian Congo and other countries In order to cope with the 
special difficulty of acquiimg certain ‘hard’ currencies, eg the 
American and the Swiss, an export conti ol system was introduced 
by which exports oi certain commodities to the ‘ haidcuirency ’ 
countiies weie not allowed unless the shipper produced satisfactory 
evidence that the proceeds would bemeceived in full in hard-currency 
and would not be retained outside the Empiie Thus the availability 
of such lesources to the Empire control at London was ensuied 

The exchange control regulations instituted in India were not 
devised to meet the needs of India only They fo;rmed part of a 
united Imperial policy which was first decided by the Bank of 
England and followed up latex by other members of thd British Com- 
monwealth The foreign exchange resouices of the Erhpiie were 
considered as a whole Hence, the Bank of England supplied 
foreign currencies from its own resources to any Empire country or 
to any authorized dealer in foreign exchange belonging to an Empire 
country , and m return, any surplus foreign currency proceeds 
acquired by any country in the Sterling area had to be delivered to 
It The Bank of England also entered into payment agreements with 
the chief countries with wh^ch the Empire traded, whereby all 
sterling payments between the Empire and these countiies passed 
through official sterling accounts in London at fixed rates of exchange 
and no sterling payments were effected through the ‘ free ’ market 
In the case of India, the enforcement of this policy has meant a 
transfer of our surplus resources in dollars and other foieign cur- 
rencies to the London control and^ to the corresponding accumula- 
tion of sterling securities to India’s credit The Government of India 
have, in this respect, further fortified their positic?n by taking over 
the U S dollar holdings of all residents m British India and the 
U S dollar securities held by them in exchange for rupee payments 
in India The operation of exchange control, instead of securing 
•supplies of essential goods, for consumption and production purposes 
in India, has served to further the war effort of England whose 
need for dollai res9urces in^mefida Jtias all along been very great 
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It has, furthei, concentiated all our foreign assets m England where 
they aie held m the form of steilmg secmities The wisdom of such 
a policy has been widely questioned m view of the political de- 
pendence of India and the fear of depreciation of steilmg as a 
means foi stimulating British expoits after the wai 

Transpori Control 

Though nearly all forms of tiansport have been sciiously affected 
by the war, railway transpoit alone has been bi-ought dnectly under 
Government control The need for such contiol has arisen owing to 
increasing prbssuie on lail tiansport due to heavy militaiy traflic and 
owinj^ to the shimkage of alternative foims of transpoit like coastal 
shipping and motor traffic The withdrawal of a number of coastal 
vessels lequisitioned foi Government use, the risks on the high seas 
apd enemy activity in the Bay of Bengal reduced the scope of steam- 
ship services Motor traffic has been \itally affected by such factois 
as a fall in the impoits of vehicles, scarcity of spare paits and t)aes 
and latiomng of petrol The increased pressure on the lailways has- 
had to be faced at a time when owing to the difficulties of importing 
locomotives, wagons and other rolling stock, the noimal replacement 
of laiiway material is not possible and even the facilities for repairs 
have had to be seiiously curtailed as a lesull of the convcision of 
seveial lailway workshops iin to ordnance and ammunition factoiies 
The situation was at first m«t by indnect measuics, eg curtail- 
ment in the number of passenger trains, withdiawal of ccitam 
concessions to the tiavelling public, levy of surcharge on faxes and 
freights and persuasion by appeals to ‘ travel less ' and to ‘ keep 
wagons moving’ It was, however, also necessaiy to adopt meabtiies 
of direct control worked through a scheme of priorities, the objects 
of which me \o divert the movement of certain goods to alternative 
forms of transport, to avoid unnecessaiy rail journeys by lestncting 
movements of certain goods within specified boundmies, to give 
precedence to militaiy traffic and to the movement of essential 
supplies and generally to co ordinate the) carnage of goods by diffei- 
ent foims of transpoit 

^ In spite of a iigid system of piioiities the problem of pioviding 
adequate tiansport faqlities is still veiy seiious even in legaid to the 
movements of essential supplies like fpod giams, cloth and fuel and 
continues gravely to impede the enforcement of price contiol and 
the maintenance of a satisfactory level of industrial pi eduction 

Price Control 

By far the most significant, as also the most complicated, form 
of economic controls is PHce^Control Though instituted too late, in 
a piecemeal fashi«»'n, andTooSified^from day to day, it has natuially 
attracted the widest attention in India in view of its direct effect on 
daily life of the com moinitY Moreover, it is heie that the real 
complexity of the problems of economic controls is felt most keenly 
On the outbreak of the war, prices in India showed a tendency 
to rise In order to check this, the Government of India promptly 
delegated powers to •Provincial Gqyernments to fix maximum puces 
of certain selected necessaneg" of life^ so that’^ th^y did not ex- 
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ceed the pre-wai puces by more than^io pei cent Howevei, not only 
was the list o£ necessaries too shoit, but the powers to enforce the 
oideis weie often not available to Provincial Governments Fortu 
nately, the initial spurt in prices proved to be temporary and was 
soon followed by a fall of prices The problem became leally 
serious only aftei the wmtei of 1941 when prices began to rise rapidly 
At this stage, when the vicious spiral of prices had not yet gathered 
momentum, the authorities had a chance to step in with a prompt, 
compiehensive and well-planned price control policy But, apart 
fiom a few partial, half-hearted and disjointed effprts which are 
mentioned in the following paragraph, the Government^ not only did 
nothing to check the use but actually intensified it by making heavy 
maiket on military account foi itself as well on 
behalf otHfe^Majesty’s Government. Moieovei, the method by which 
the latter purchases weie financed led to heavy and continuous addi- 
tions to paper curiency These factors, together with the approa<;h 
of the war to the eastern frontieis of India, created conditions favour- 
able fot'"a steep use m prices This tendency was largely un- 
checked until prices reached dizzy heights and threatened to dislocate 
the entire life of the community It was only^ when matters had 
1 cached a critical stage that the problem of price control was seriously 
taken ^ '* 

When the powers delegated to Provincial Governments in Sep- 
tembei 1939 proved of little avail, the Central Government adopted 
tlm policy of fixing maximum wholesale prices of certain staple 
cpnmodities on an all-India basis, but "the experiment m wheat soon 
sfiowed that while by issuing Ordinances Government could fix prices, 
the^ problem— economic as well as administrative— of enforcing the 
prices so fixed had still to be tackled Soon after the fixation of its 
wholesale price, wheat disappeaied from the market and found its 
way to the black where it was sold at fancy prices It was 

hoaided on -a large scale by dealers and later by farmers, both of 
whom found it an appieciating asset, and by consumeis who became 
nervous at the prospect of shortage of food supplies The consequent 
scarcity in the open market was so acute that the Government had no 
alternative but to decontiol whdat, leaving the wholesale price to rise 
in the open maiket The moial effect of this leverse suffeied by 
the Government was to intensify the rise of puces The lesson 
of this sad expeiience wa%, for the moment, lost on the 
Goveinment which merely indulged m issuing warnings and 
tin eats which exposed it to ridicule The next stage in the 
evolution of price control policy was the grant of poweis to 
the provinces to fix maximum retail prices of cei tain selected 
commodities and with a view to enforcing this to compel merchants 
to declare t heir , sj^c ks, to introduce a system of licensed, dg^ers 
wherever necessary, tcTunSStake a drive against Jiokrding ana to 
make arrangements foi the sale of ceitain commodities thiough^the 
^ncy^of Government shops The Central Goveinment retained 
for Itself only the role of a co ordmating agency in arranging to 
secuie supplies to deficit areas from surplus piovincesi and to offer 
transport facilities foi the same To minimize the pressure on rail 
transport, the country was divide^ into a few major regions, each 
of which was eijyoecfted to b» more ov Jess self-sufficient in respect 
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of Its major food requirements The new policy denoted a famt 
recognition of the need for controlling the channels of distribution 
with a view to enforcing price control It pioved, however, to be 
inadequate in mlany respects There was, in the first place, a wide 
disparity in the maximum prices fixed in different provinces and 
even in different distiicts in the same province, leading sometimes to 
ridiculous situations Secondly, the poweis assumed by the Piovmcial 
Governments by way of controlling the distribution of commodities 
were not used with sufficient vigour and piomptitude to yield 
appreciable results In places, the admmistiative machineiy was 
hopelessly inefficient and even corrupt, with the result that it was 
not e^sy for the consumers to get the controlled articles unless they 
agreed to pay unieasonable prices in the black market In fact, 
in most cases, the imposition of contiol became the signal foi the 
article to go underground The patches of black market gradually 
spread till the ' white ' market consisted only of a few islands But 
by far the worst feature of this policy was the failure of the Central 
Government to assumie poweis of securing adequate supplies to deficit 
piovmces The reluctance of the surplus provinces to part with then 
stocks at reasonable prices made it impossible for the deficit areas 
to offer sufficiently large quantities for sale at conti oiled rates Hence, 
while^some provinces had compaiative abundance of staple food giains 
available at low prices, others lan seveiely shoit of food supplies, 
thereby ci eating condition's of famine, staivation and death While 
the worst of this tragedy was enacted m Bengal, seveial parts of the 
Madras and Bombay provinces, as also some othei aieas, underwent 
serious privation The situation was aggravated ^by the inefficiency 
of the^ transport system and the incompetence of the admmistiative 
personnel in charge of securing and distiibuting supplies Among 
the contribdtgry causes of this grave situation have been mentioned 
the large pm chases on militaiy account and exports, particularly to 
the Middle East 

While m fundamentals the situation in India still lemains the 
samel a few steps in the right direction have been taken The 
first of these is the recognition of the necessity of controlling demand 
by the prohibitio,n of certain uses to which certain specified articles 
may be put, the licensing of certain othei uses and finally the 
introduction of rationing of essential commodities like food giains 
and kerosene in important urban arens Further, to ensme legulai 
supplies of essential commodities— specially of lationed ai tides— 
vigorous measures have been taken m some provinces to inciease 
production, improve piocurement operations and provide reliable 
distributing centres^Vun by, or^'under the contiol of, the Government 
The success with which these measures are being worked is not 
uniform and the situation? does not admit of easy generalization The 
danger of an ovcr-enthusiastic bureaucracy practically dictating to 
the small, poor and illiterate peasant what to cultivate and what to 
sell to Government is as real as that of a timid or indolent Government 
doing nothing whatever to improve the situation Anoth er line jalong 
progress has been made is the exercise of control over certain 
selected articles whose production and channels of trade were already 
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fairly wdi oiganized and in whose case, therefore, the problem o£ 
enforang price contiol has been less intractable than m the case oi 
ordinary agricultural produce Among these may be mentioned petrol, 
kerosene, sugar, papei, jute, raw, and manufactured, raw cotton and 
cotton cloth The control over cotton cloth, though somewhat similar 
to the othei controls, has given rise to more problems in view of the 
many varieties of cotton cloth, its durability, its complicated system 
of distiibution, the large public demand, and the concentration of 
the bulk of its production in a few centres By licensing all dealers, 
wholesale and retail, fixing and stamping ex mill and retail prices 
on each piece of dloth, restricting the holding of stocks, requiring 
compulsoiy returns of unsold stock, etc, the authorities have succeed- 
ed in bringing about a substantial reduction m prices as compared 
to the prices just before the institution of control The severe attitude 
adopted towards offenders has resulted m the cancellation of several 
licences, the freezing of stocks and the assumption of control of 
certain cloth mills by the Government Thus price control has been 
sought to be made effective by controlling only the side of supply 
and by its orderly distiibution, leaving the demand free This has 
been possible because, m the case of cotton textile goods, there is 
little absolute shortage and the abnoimal rise m prices was dhe 
entirely to the laige-scale hoaidmg piactised by dealeis and pro- - 
duceis 

It is significant that besides foodgr.Iins and a few articles like 
those mentioned above, the largb vaiiety of goods escaped any 
measure of contiol until the issue of the Hoarding and Profiteering 
Prevention Ordinance of 1943 The Government had thus left a large 
sector entirely untouched by control and had hoped to enforce control 
only on a few selected commodities However it occasionally publish- 
ed a list of * f air „pxAces^'^ of the other articles But ;^s\hese had no 
binding effect, their only use was to measure the gulf between what 
was charged in the market and what the Government thought 
was a fair price Since the issue of the Ordinance, the Central 
Government have been able to assume wide powers in this field 
The Ordinance authorizes the Government of India (and its officers) 
to fix maximum prices of any articles and where no maximum is fixed 
by order of Government, the price charged should not exceed the 
amount represented by an addition of 20% or the addition allowed 
by normal trade practice, whichever is less, to (a) the landed cost 
of the article in case of an imported article, (b) the cost of production 
of the article in the case of article which is not imported For the 
enf 01 cement of this provision, t|ie Controller of Civil Supplies can fix 
the maximum quantities of any article which may be held by dealers 
or sold by them to one customer, and can require dealeis to declare 
jpossession of excess stocksi, to nt^^rk prices on the articles, to exhibit 
price lists, to give a cash memo for each sale an(l to keep records of 
all sales" In pursuance of the powers conferred by this Ordinance, 
maximum prices of several articles, eg medicines and drugs, razor | 
blades, fountain pens, mill-stores, and footwear have been fixed | 
though It has not yet been possible to ensure the regular supplies of 
all these articles m the open market Some of theise articles h^e 
completely disappeared in the b^^ck market The powiers under this 
Ordinance ha^e great potmtialities«aiid if fully exploited can lead 
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to the institution of an ovei-all blanket contiol, though the exact 
degiee of success will depend paitly upon the administrative efficiency 
of the personnel appointed and paitly upon the monetaiy policy 
pin sued by the cuiiency authorities 

A brief mention may be made of a few othei contiols subsidiaiy 
to price control The control of forwaid transactions in ceitain 
oiganized maikets like those of bullion and law cotton andj the pio 
hibition imposed on banks against making advances on the secunty 
of ceitain specified goods aie calculated to check speculative uses m 
prices The contiol of capital issues lequneis each company to obtain 
special permission foi making an issue of capital in British India, 
for making any public offex of secuiities foi sale and fox reviewing 
oi postponing the date of matuiity or repayment of any secuiity The 
object of this contiol is to prevent diversiioix of available capital 
lesources to speculative and undesirable *wientuies 

Critical Review or Economic Controls 

In a country like India, theie ai^x^Umn difficulties in the basic 
facts of social and political life which hamper the successful working 
of economic contiols, The lar-ge size of the country, Mhe diversity of 
Its regions^ its vast distance^,jits inadequate tiansport and commimi- 
cation facilities ^ and the unorganized character of its agricultural 
production and marketing .make it wellnigh impossible to formulate 
and' enforce a uniform policy alf over the country Furthei, the 
administrative machinery reauiied and organized mainly foi the 
maintenance of law and order and used to a policy of minimum inter- 
feience with the economic and social life of the community, lack^ the 
necessary training and imagination to deal with the pioblems of 
economic control A, The large bulk of the population, being illiterate 
and conservative, offers iesistance"<to interference and encroachments 
on the part of the bureaucracy The political situation m the 
country has also aeated an atmospheie of suspicion and lack of con- 
fidence in the bona fides of Government policy The Government have 
not even cared to collect thejyecesspy statistical data of a fair degree 
of reliability to foim the basis of ""an infeTTi^nT'an(l'"effective system 
of economic controls ‘ They have also largely stultified themselves 
by refusing to enlist the aid of competent non officials as fai as 
possible The policy of exporting foodigiains ox appropiiating them 
for military pm poses in the face ot a gx owing deieiioxaiion oi the 
situation m the country has also been cutici/ed foThe iailure to 
develop a locomotive oi wagon industry befoie the wax, or in the 
initial years of the Wai when the necessary mechanical equipment 
could still be secured from America, has led to an inefficient tiansport 
system which is unequal tp the stiain of a wai economy Coming 
to^^institution the controls pxopei, not only were the Govan- 
ment too late in enforcing Price Control but their measures were 
unsystematic and unscientificdl Foi example, for a long 
time, the Government merely announced con ti oiled pnoes without 
making an effort either to contiol demand foi, oi supply of, the article 

Further, the fact of interdependence of prjoes was lost 
% sight of, and for a long time the Gqyernment persisted m exercising 
selective controls leaving the uncontrolled^ sector to^wo^^k havoc 
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inflationary methods followed m financing pmchases and makin® 
payments on behalf of the United Kingdom were bound to interfeie 
seiiously with the enfoi cement of controls The additional purchasing 
power released by the Reserve Bank in the form of new currency notes 
•was one of the most potent factors operating against the successful 
working of economic controls The need foi strong action against re-i 
fractory Provincial and State Governments was also inadequately 
realized Lastly, the operation of trade and exchange controls, instead 
of being coordinated with a proper price control in India, has been 
suboidmated to an Imperial policy, entailing extreme hardship for 
India dm mg the period oi the war andi creating a difficult problem 
for the post-war period— the problem of staling balahces 

The post-war period will witness a relaxation and even abandon 
ment of a number of these controls It is necessary that the process 
of de-control should be orderly and so designed as to cause the least 
economic injury to the country Some of the controls may have to ' 
be maintained for long, and if proposals for the planned economic 
development of India materialize, economic controls will get a new 
lease of life, though their objectives under planned economy will 
be different from their objectives in a war economy The problems 
of economic controls aie thus expected to assume a new significance 
in the near future , 
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CENTRAL BUDGET, 19456 

New taxes to the tune of Rs 860 lakhs weie proposed in the 
sixth war-time budget presented to the Central Legislative Assembly 
on 28 February 1945 by Sir Jeremy Raisman, the Fiijaiice Member 
The following are some of the outstanding new taxation proposals 

(I) An increase in the surcharge on income-tax by three pies in 
<the lupee on slabs of income above Rs 15,000 and on incomes taxable 
at the maximum rate , life insuiance companies will not be affected , 

(II) An enhanced levy on inland postal parcels at the uniform 
latc of SIX annas for every 40 tolas whethei they be the) first 40 tolas 
or not , 

(ill) A laising of the surcharge on telephone rentals horn one- 
thud to one-half and that on trunk call fees from 26 per cent to 
40 per cent , 

(iv) An increase in the surcharge on oidmary andi express 
telegrams by one anna and two annas respectively 

(v) A higher standard rate of duty on unmanufactured tobacco 

The increase m the surcharge on income-tax is accompanied 

by relief to earned income It is proposed to grant exemption of 
one-tenth of earned income subject to a maximupa of Rs 2,000 in 
terms of income The exemption is not to apply to income of 
companies or in respect of dividends, interest on securities or income 
from property and it is to be given only for income tax and not 
for super-tax^ 

' The proposal with legard to relief to eained income which was embodied 
i« the Income-Tax Amendment Bill fell .through owing ft a difference of opinion 
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The Finance Member announced that an agi cement had been 
arrived at with His Majesty's Government legaidmg the allocation 
during the war of non effective charges like pensions and giatuities 
paid to the personnel of the Defence Services and their dependants 
as a result of which an annual saving of Rs 6o lakhs would accrue 
to the Defence budget 

The Excess Profits Tax is to remain unchanged together with the 
scheme of compulsoiy deposits 

By way of assistance to the restoiation and expansion of production 
It IS proposed to grant special initial depreciation allowance amount- 
ing to 20 per cent on plant and machineiy installed and to lo pei cent r 
on buildings ''erected after 31 Maich 1945 These allowances are not to 
be given for E P T purposes It is also proposed to allow £01 income- 
tax purposes expenditure on scientific 1 esearch 1 , 

The estimated cost of Reciprocal ^id to be afforded at India's 
expense is Rs 70 34 crores in 1945-6 as againsit Rs 76 33 crores m 
1944-5 and Rs 35 11 crores m 1943-4 The value of Lend-Lease 
received by India to the end of 1945-6 is estimated, to equal the 
corresponding amount of Reciprocal Aid to the USA 

During 1944-5 India signed a direct Mutual Aid agreement 
with the Government of Canada The probable value of the aid which 
India# may receive under this head accounts for a reduction of Rs 5 
crores in the Defence estimates of each of the years 1944-5 and 1945-6 

Revenue Ewtimates, 1945-6 

The total revenue estimates for 1945-6 amount to Rs 353 74 
crores, as against Rs 356 88 crores in the revised estimates for 1944-5 
Customs revenue is expected to be Rs 52 85 crores, and Taxes on 
Income Rs 190 crores The share of the Provinces in the divisible 
pool is takto^as Rs ^4 04 crores Net revenue from Postsi and Tele 
graphs IS ^timated at Rs 10^ crores 

Defence Expenditure for 1945-6 

The estimates of Defence Expenditure for 1945-6 in crores of 
rupees are as follows 

Revenue Po'iHon 


Basic normal budget 


36 

11 

Effect of rise in prices 


19 

1 b 

India's war measures 


3s8 


Non effective charges 


9 

19 


Total 

394 

23 


between Sir Jeremy JRaisman, the Finance Member, and the Select Committee to 
which the Bill was referied, as a result of which Sir Jeremy withdrew the entire 
Bill However, with the passing of the Finance Bill the thiee pies increase in 
the surcharge lemained In the circumstances it is now (April 1945) supposed 
that the Government may grant tlie promised lelief to earned income by means 
of an Ordinance 

* a'so affected by the dropping of the Income-Tax Amend- 

ment Bill and E P T Act m which the- were incorporated 



APPENDIX E 


575 


Caipital Poition 

Air force— AirfieldiS 2 42 

Capital outlay on industrial expansion 1 55 

Reciprocal Aid— Airfields 10 74 

New constiuction for RIN 50 

Capital outlay on Tele Communications 

Scheme 2 55 


Total 17 76 

The Financial Position in 1945-6 
In a ores of rupees 

Civil estimates 123 40 

Defence estimates ^ 394 23 

Total expenditure on Revenue account 517 63 

Total revenue ggg 74 

Deficit 163 89 


The following is a useful summary of India’s budgetary position 
sm'ce 1938 9 * 

India’s Budget at a Grange 1 

In crores of rupees 


» 

1938-9 

Accounts 

(Pre-war) 

1 941 -2 
Accounts 
(Pie- 
Japanese 

1 Wai) 

1944-S 

Budget 

1944-5 

Revised 

194S-6 

Budget 

(i) Revenue 

8s S 3 

134 57 

, 3 t >8 

47 

« 

356 88* 

353 

74 

(2) Expenditure 

8S IS 

147 26 

363 

17 

512 65 

517 

63 

Civil 

38 97 

43 33 

86 

S6 

11542 

123 

40 

Defence 

46 i8 

103 93 

276 

61 

397 23 

394 

23 

Basic Noimal Budget 

36 77 

36 77 

36 

77 

3677 

36 

77 

Rise in pi ices 

Nil 

4 39 

15 

05 

16 92 

19 

76 

War measures (net) 

Nil 

54 44 

215 

S8 

334 22 

328 

51 

Non-effective charges 






(net) 

Nil 

S33 

9 

21 

932 

9 

19 

(j) Deficit on levenue ac- 






163 

89 

count 

0 63 '• 

12 69 

54 

70 

155^7 

(1) Defence expenditure on 


Nil 


60 


17 

76 

capital account 

Nil 

24 

59 41 

(5) War expendituie reco- 








vci able from. Bt itish 





jNot j 



Govei nment 

Nil 

194 00 

443 

02 

avaiiaoi© 

(6) Total Go\ei nment out- 
lay on defence 

46 18 

297 93 

744 

♦ 

23 

Not available 


9 


Taken from The Times of India, i Maich 1945 
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Railway Budget 1945 6 

The Railway Budget was intioduced m the Legislative Assembly 
on 15 February 1945 by Sir Edwaid Benthall, War Transport Mem- 
ber In the course of his speech he levealed. that in 1944-5 total 
traffic receipts weie expected to be 214 30 cioies, le 28 87 ciores 
more than the original estimate Total woiking expenses were 
147 49 aoies, le 38 65 ciores more than in the previous yeai The 
budget estiiAate of traffic receipts foi 1945 6 is 220 aoies and of 
working expenses, 159 87 croies Ths contiibution to the general 
revenues in 1944-5 was 32 croies and is expected to be the same m 
1945 6 The amount tiansferred to Railway Reserve was Rs 10 01 
a ores in 1944-5 and Rs 4 51 ciores in 1945-6 The amount eai- 
marked for overtaking aireais of maintenance was Rs 7 croies 

At the end of 1944-5 the Railway Reseive lose from Rs 22 55 
’crores to Rs 30 4 cioies It is expected to go down to Rs 29 1 croies 
at the end of 19456 The year 19456 starts with Rs 98 cioies and 
IS expected to end with Rs 92 71 cioies m the Depreciation Fund 

According to a Press Note issued by the Government in Febiuaiy 
1945, It has been decided to i»crease port to-port rates on certain 
goods m ordei to bring them into line with the cost of shipment by 
sea This has been done purely as a war measure with the object of 
ensuring that shippers who aie foiced by the controls to send their 
goods coastwise by sea shall not be unfaiily penalized by the cost of 
doing so and is designed to make the maximum use of all forms of 
available tiar^!>poit in the piesent emeigency If this policy is success- 
ful, It will cause a shrinkage in railway eaimngs to the extent of 
diversion of goods to the sea route To cope with the heavy wat- 
time traffic and to maintain the civil life of the country laige quantities 
of rolling stock weie ordeiedi from 1942 onwaids These puichases 
have been made at war time puces and in some casesi the stock 
delivered has been below Indian standards In these circumstances, 
the application of oicjinaiy rules would lesult in ovei -capitalization 
and serious, depletion of the Depiecjation Fund It has (heiefoie 
been decided to chaige to militaiy estimates such woiks of geneial 
utility as have been executed at the instance of the War Department 
to meet the needs of wai time military traffic and wheie the cost 
of works was shared between Railways and the War Department, 
the railway shaie is to be charged to Revenue It is also decided 
that m view of their high cost due to the war, 50 per cent of the 
expenditure mcuried after 1942 3 on important works, built entirely 
at the cost of the lailways, should be chaiged to woiking expenses, 
that all rolling stock should be treated as on replacement account, 
that there should be debit to capital unless there was increase m total 
capacity and that the balance of the expenditure should be so shared 
between the depreciation fund, railway reserve and working expenses, 
that the debt to the fund is limited to the amount accumulated 
therein for the items treated^ replace^i that difference between 
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such accumulation and the original cost oi the items should be found 
iiom the lailway reseive and the balance should be charged to 
woiking expenses 

In this manner the total expenditme ol Rs 94^ aoies, which 
would noimally have been shaied between capital and the depre- 
ciation fund 111 the piopoition of 16 783/^ cioies, would now be 

divided as follows 

1 cioie to Capita] 

22 Cl ores to Dcpiecialion Fund 

10^ cioics horn Railway Reseive 

biy? cioics by chaige to Woikmg Expenses 



